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\ 
SUMMARY  OF  RECOMMENDATIONS 


Major  Recommendations 

Establish  a  uniform  university  accounting  system  which  meets 
management  needs  and  is  compatible  with  the  statewide  system 
currently  under  development. 


The  state  controller  establish  a  clearance  account  in  the  state 
treasury  to  receive  and  account  for  student  fees  deposited  by 
the  university. 


The  state  controller  establish  an  account  in  the  appropriate 
treasury  fund  to  receive,  hold,  and  disburse  all  moneys 
available  for  general  support  operations  of  the  university. 


Page 


10 


Establish  a  written  policies  and  procedures  manual  for  business 

and  accounting  functions.  10 

The  state  controller  prescribe  the  state  treasury  funds  to  which 

university  moneys  are  to  be  deposited.  19 

Transfer  bank  account  balances  to  state  treasury  funds  prescribed 

by  the  state  controller  and  deposit  future  receipts  therein.  19 


22 


Deposit  all  student  fees  in  the  state  treasury  as  soon  as  possible 

after  collection.  22 


24 


The  state  controller  establish  a  statewide  policy  regarding 

the  issuance  of  checks,  claims,  and  warrants  for  nominal  amounts.       27 

Identify,  evaluate,  and  record  all  university  cash  in  the 

accounting  records.  30 

Work  with  the  land  board  and  State  Department  of  Administration 

in  implementing  an  effective  central  state  investment  function.         35 

Establish  a  central  billing  and  receivable  section  within  the 

business  office.  37 

Expedite  the  present  effort  to  inventory  all  capital  equipment, 
adjust  the  accounting  records  accordingly,  and  perform  physical 
counts  of  all  capital  equipment  items  on  a  regularly  scheduled 
basis  in  the  future.  50 

Expand  purchasing  function  to  encompass  the  experiment  station 

and  extension  service.  51 

Establish  systematic  means  of  assembling  data  on  repetitive 
purchases  of  similar  class  items  and  establish  term 
contracts  for  the  purchase  of  such  items.  53 
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Work  with  the  state  controller  and  state  auditor  to  place 

the  university  on  the  state  central  payroll  system.  56 

Limit  vacation  allowances  to  administrative  employees  to 

the  rates  provided  by  statute.  60 

Evaluate  and  implement  a  formal  system  of  documenting  the 
time  expended  by  faculty  personnel  by  the  nature  of  their 
work.  66 

Other  Recommendations 

Require  sufficient  information  on  journal  vouchers,  develop 
specialized  forms  for  repetitive  transactions,  restrict 
the  number  of  employees  authorized  to  prepare  journal 
vouchers,  and  provide  for  supervisory  review  of  journal 
vouchers  prior  to  entry  in  the  accounting  records.  12 

Ascertain  proper  method  of  recording  appropriations  and  grant 

authorizations  in  the  accounting  records.  13 

Disclose  long-term  leases  in  financial  statements.  14 

Revise  procedures  to  provide  for  immediate  deposit  of  mail  receipts.      25 

Place  restrictive  endorsement  stamp  on  checks  at  the  time  of  their 

receipt.  26 

Establish  cash  change  funds  for  explicit  amounts  from  the  contingent 
revolving  account  where  the  need  for  a  change  fund  is  demon- 
strated and  establish  their  accountability  in  the  accounting 
records .  26 

Establish  procedure  for  canceling  all  checks  outstanding  after 

one  year.  27 

Record  NSF  checks  as  receivables  in  the  accounting  records.  28 

Provide  for  monthly  reconciliation  of  bank  statements  and 

adjustment  of  the  general  ledger  by  an  employee  not  responsible 

for  other  cash  functions.  29 

Identify  areas  where  cash  is  received,  require  that  payments  be 
made  directly  to  the  business  office  when  practicable,  and 
prescribe  written  procedures  requiring  timely  remittance  of 
collections  made  outside  the  business  office.  31 

Separate  the  function  of  preparing  claims  from  the  verification 

and  mailing  of  checks  for  payment.  32 
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Carry  forward  previous  months'  unpaid  balances  on  monthly 

billing  statements.  37 

Reconcile  general  and  subsidiary  receivable  ledgers  on  a 

monthly  basis.  38 

Centralize  recording  and  accounting  for  receivables  within 

the  business  office.  39 

Establish  a  subsidiary  ledger  for  deferred  fees.  40 

Establish  procedures  for  timely  follow-up  on  billings  not 

paid  on  time  and  consider  processing  departmental  receivables 

for  automatic  payment.  40 

Limit  number  of  personnel  having  access  to  storerooms  and 

establish  accountability  for  keys  issued.  41 

Establish  effective  perpetual  inventory  control  systems 

for  storerooms.  42 

Issue  guidelines  for  physical  counts  of  storeroom  inventories 

and  adjustment  of  perpetual  records.  42 

Include  all  storeroom  inventory  on  hand  in  physical  count.  43 

Formulate  instructions  for  disposal  of  obsolete,  surplus,  and 
damaged  supplies  and  implement  program  to  assure  that  such 
unneeded  supplies  are  properly  disposed  of.  44 

Maintain  complete  detail  record  of  all  land  owned  or  controlled 
by  the  university,  ascertain  legal  ownership  of  all  land  used 
by  university,  adjust  land  values  in  accounting  records,  and 
delete  from  the  formal  accounting  records  land  held  in  trust 
and  managed  and  controlled  by  the  State  Board  of  Land 
Commissioners.  47 

Establish  a  value  for  each  university  building,  adjust  the 
accounting  records  to  agree  with  the  established  values,  and 
record  future  building  additions  and  deletions  on  a  current 
basis.  48 

Consider  establishing  buying  schedules  for  products  purchased  on 
university  purchase  orders  and  adopting  uniform  specifications 
rather  than  brand  name  specifications.  52 

Expedite  the  implementation  of  policies  and  procedures  outlined 

in  the  Personnel  Manual.  57 
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Consider  establishing  centralized  personnel  and  payroll 

files  within  the  personnel  and  payroll  office.  58 

Limit  contributions  to  employee  insurance  plans  to  those 

plans  authorized  by  statute.  61 

Limit  contributions  to  employee  group  insurance  plans  to 

the  maximum  amount  allowed  by  law.  62 

Revise  procedures  for  processing  academic  employment  contracts.  67 

Specify  the  total  salary  and  benefits  to  be  provided  by  the 

university  in  future  contracts  with  the  president.  68 

Establish  a  central  travel  section  within  the  business  office.  71 

Make  travel  advances  to  the  athletic  department  out  of  the 
contingent  revolving  account  and  require  documentation  in 
support  of  athletic  department  travel  expenses  to  be  filed 
with  the  business  office.  71 

All  travel  advances  be  paid  and  controlled  by  the  business 

office  through  the  university's  contingent  revolving  account.  72 

Formulate  and  implement  a  written  policy  requiring  the  use  of 
state  owned  automobiles  whenever  possible  for  travel  on 
university  business  and  providing  that  exclusions  from  this 
policy  be  documented  in  writing.  73 

Establish  a  written  policy  for  reimbursement  of  expenses  of 

prospective  staff  members.  74 

Provide  for  written  justification  in  those  instances  where  more 

than  two  employees  are  sent  to  the  same  meeting,  convention,  etc.       75 

Seek  an  opinion  from  the  attorney  general  as  to  allowability  of 

paying  travel  and  meeting  expenses  for  non-state  employees.  76 
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MORRIS  L.  BRUSETT.  C.P.A. 
LEGISLATIVE  AUDITOR 


G.  DEAN  REED.  C.P.A. 
DEPUTY  LEGISLATIVE  AUDITOR 


STATE    OF    MONTANA 

STATE  CAPITOL 
HELENA.  MONTANA    59601 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  made  the  initial  audit  by  the  Office  of  the  Legislative  Auditor 
of  the  three  largest  units  of  the  Montana  University  System  -  the  University 
of  Montana  at  Missoula,  Montana  State  University  at  Bozeman,  and  Eastern 
Montana  College  at  Billings.   This  report  contains  our  comments  and  recom- 
mendations as  they  relate  primarily  to  Montana  State  University  at  Bozeman. 
Audit  reports  on  each  of  the  other  two  units  are  being  issued  separately. 

The  primary  objective  of  audits  conducted  by  the  Legislative  Auditor's 
Office  is  to  make  a  comprehensive  analysis  and  evaluation  of  the  audited 
agency's  activities,  primarily  as  they  affect  state  finances,  and  report  to 
the  Legislative  Assembly  as  to  the  efficiency  and  effectiveness  of  the 
agency's  operation.   The  unusually  large  size  of  the  University  System 
compared  to  other  state  agencies  has  precluded  our  making  comprehensive 
audits  at  each  university  unit.   Instead,  we  have  broadened  our  coverage 
of  the  system  in  many  instances  by  emphasizing  more  work  in  particular  areas 
at  each  unit  than  that  in  the  same  areas  at  the  other  two  units.   Accordingly, 
each  report  may  contain  comments  and  recommendations  not  in  the  other  re- 
ports even  though  the  comments  and  recommendations  may  be  pertinent  at  the 
other  two  units.   The  same  might  also  be  true  for  the  three  university  units 
not  included  in  our  current  audit  -  Western  Montana  College  at  Dillon, 


-1- 


Northern  Montana  College  at  Havre,  and  the  Montana  College  of  Mineral 
Science  and  Technology  at  Butte. 

In  order  for  each  university  unit  to  have  the  opportunity  to  evaluate 
the  comments  and  recommendations  in  each  of  the  three  audit  reports  as 
they  relate  to  their  unit,  we  are  forwarding  sufficient  copies  of  the 
reports  to  the  University  System's  executive  secretary  for  distribution 
to  each  university  unit. 

Conversely,  for  several  of  the  more  significant  items  that  have 
university-wide  importance,  the  identical  comments  may  appear  in  each  of 
the  three  audit  reports  with  the  only  changes  being  the  applicable  university 
unit's  name  or  facts  and  statistics  inserted  where  applicable  to  the  indivi- 
dual unit. 

We  have  purposely  directed  our  recommendations  to  the  university  in 
several  instances  in  this  report  where  we  believe  a  change  in  a  university- 
wide  policy,  procedure,  form,  etc.,  may  be  needed.   This  was  done  so  the 
university's  management  can  take  positive  action  by  presenting  such  recom- 
mendations, together  with  their  comments,  to  the  Office  of  the  Executive 
Secretary  of  the  University  System  and,  where  applicable,  eventually  to 
the  Board  of  Regents,  for  university-wide  consideration. 

Throughout  this  report,  we  refer  to  Montana  State  University  as  "the 
university;"  the  collective  units  of  the  Montana  University  System  as  the 
"University  System;"  and  the  State  Board  of  Education,  ex  officio  Board 
of  Regents  of  the  Montana  University  System  as  "the  Board  of  Regents"  or 
"the  board." 
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COMMENTS 

CKNERAI, 

Montana  State  University  is  one  of  the  six  components  of  the  University 
System.   The  university  was  established  as  the  Agricultural  College  of  the 
state  by  the  legislature  in  1893.   As  a  land  grant  institution,  the  legis- 
lature accepted  federal  grants  of  land  provided  by  the  Morrill  Act  of  1862. 
The  Agricultural  Experiment  Station  was  also  established  by  the  legislature 
in  February  1893,  and  the  federal  Hatch  Act  provided  for  the  establishment 
of  experiment  stations  at  land  grant  colleges  to  perform  agricultural  re- 
search.  The  Cooperative  Extension  Service  was  established  in  1914  by 
federal  and  state  statutes.   These  three  divisions  constitute  the  basic 
framework  of  Montana  State  University.   The  president  is  the  chief  executive 
of  the  university's  instructional,  research,  and  extension  programs.   By 
statute,  the  president  has  the  immediate  direction,  management,  and  control 
of  the  institution  under  the  general  supervision,  direction,  and  control  of 
the  Board  of  Regents. 

The  university  division  consists  of  five  colleges  -  agricultural, 
engineering,  education,  letters  and  science,  and  professional  schools.   These 
colleges,  under  the  direction  of  deans,  are  primarily  responsible  for  con- 
ducting the  educational  programs  offered  on  campus  and  assisting  and  advising 
students  enrolled  in  the  college's  curriculums.   Each  college  is  further 
segregated  into  departments  under  the  management  and  control  of  department 
heads.   The  department  heads  are  the  primary  operating  managers  and  col- 
lectively administer,  operate,  and  manage  the  university  on  a  daily  basis. 
The  educational  programs  are  supervised  by  a  vice  president. 
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The  experiment  station,  under  the  control  of  a  director,  is  a  part 
of  the  college  of  agriculture.   The  station  conducts  various  research 
projects  at  seven  branch  stations  located  throughout  the  state  and  at 
research  farms  and  laboratories  located  at  or  near  the  City  of  Bozeman. 
In  addition,  ten  college  departments  conduct  research  projects  which  are 
administered  by  the  station.   These  departments  also  have  educational 
responsibilities  as  discussed  above. 

Generally,  the  federal  moneys  provided  by  the  Hatch  Act  are  nor  ear- 
marked for  specific  research  projects  but  can  only  be  spent  on  federally 
approved  projects.   State  appropriations  are  used  to  cover  the  state's 
matching  portion  and  to  perform  other  research  projects,  which  are  not 
privately  or  federally  financed. 

The  cooperative  extension  service,  under  the  control  of  a  director, 
is  also  part  of  the  college  of  agriculture.   The  extension  service  is  a 
cooperative  venture  between  federal,  state,  and  county  governments,  and 
the  primary  purpose  is  to  provide  the  results  of  the  research  projects  and 
other  information  to  the  public. 

The  university  also  includes  various  supportive  type  activities.   The 
university  business  office  is  responsible  for  the  collection,  disburse- 
ment, and  investment  of  university  moneys,  and  provides  the  accounting 
and  property  control  services  for  the  three  divisions.   The  business  office 
also  includes  payroll,  personnel,  and  purchasing  operations.   Other  sup- 
portive activities  include  the  physical  plant,  housing  and  food  service, 
admissions  office,  registrar's  office,  library,  and  athletic  department. 

The  Endowment  and  Research  Foundation  is  a  non-profit  corporation 
located  at  the  university.   The  foundation  was  incorporated  under  the  laws 
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of  Montana  in  January  1946.   The  foundation  is  governed  by  a  board  of  directors 
consisting  of  four  members  of  the  university  staff,  four  alumni,  and  four 
citizens  of  the  state  who  are  neither  faculty  nor  alumni.   The  operations  are 
administered  under  the  general  supervision  of  the  vice  president  for  research, 
by  an  executive  director.   The  actual  research  is  performed  by  the  other 
departments  on  campus. 

The  basic  purpose  of  the  foundation  is  to  develop  and  coordinate  the 
university's  research  policies,  programs,  and  procedures.   The  distinction 
between  the  research  projects  administered  by  the  foundation  and  those 
administered  by  the  experiment  station  is  that  the  foundation  administers 
federal,  state,  and  private  grants  provided  for  specific  research  projects. 
The  foundation  provides  its  own  accounting  service  on  a  project  basis,  and 
the  university  business  office  maintains  a  trust  account  reflecting  the  total 
revenues  and  expenditures.   The  foundation's  funds  are  included  in  the 
university's  checking  account  and  the  business  office  processes  all  foundation 
claims  for  payment. 

The  Student  Union  facility  is  a  unique  operation  in  that  the  management, 
control,  and  accounting  is  almost  entirely  separate  from  the  other  university 
operations.   The  facility  is  governed  by  a  board  consisting  of  three  faculty 
members  and  three  students  and  is  managed  by  a  director.   The  facility  consists 
of  revenue-producing  enterprises  and  houses  a  number  of  other  organizations. 
The  food  service  and  game  room  enterprises  are  the  primary  source  of  revenue 
used  to  operate  the  student  union.   In  addition,  banquet  and  meeting  rooms  are 
rented  to  non-university  affiliated  groups.   The  student  union  rents  space  to 
the  Associated  Student  Bookstore,  which  is  a  separate  corporation  governed  by 
seven  board  members.   The  bookstore  pays  an  annual  rent  of  $20,000  to  the 
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student  union  and  contributes  to  the  bond  amortization  fund,  which  was  used 
to  construct  the  facility.   The  expenses  and  revenues  of  the  bookstore  are 
accounted  for  by  the  corporation. 

In  addition  to  the  bookstore,  the  student  union  houses  the  student 
business  office  and  various  student  organizations.   The  student  business 
office  provides  the  accounting  service  for  the  student  organizations  and 
fraternities.   In  addition,  the  student  business  office  holds  the  revenues 
and  pays  the  expenses  of  the  student  union  enterprises,  but  the  student 
union  maintains  its  own  detail  records.   The  university  business  office 
maintains  only  trust  accounts  which  summarize  the  entire  activity  of  the 
student  business  office. 

The  following  schedule  shows  the  total  available  revenues  and  operating 
expenses  of  the  university  for  the  1969-70  fiscal  year. 

Total  Total 
Unit Revenues         Expenditures 

University  $29,701,145  $28,924,632 

Experiment  Station  3,848,637  3,503,023 

Extension  Service  1,846,271  1,831,555 

Endowment  and  Research  Foundation  4,792,979  4,784,335 

Student  Union  Enterprises  349,012  332,927 

Total  $40,538,044  $39,376,472 
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ACCOUNTING  SYSTEM 

The  accounting  function  for  the  university  is  centralized  in  the  business 
office  under  the  control  of  the  business  manager/treasurer.   It  is  the  responsi- 
bility of  the  business  office  to  properly  account  for  the  receipts  and  dis- 
bursements of  the  university,  experiment  station,  and  extension  service,  and 
to  maintain  trust  accounts  for  the  student  business  office  and  the  foundation. 
The  student  business  office  accounts  for  the  receipts  and  disbursements  of  the 
student  organizations  and  handles  and  disburses  the  cash  for  the  student  union 
enterprises . 

Similarly,  the  foundation  controls  the  receipts  and  disbursements  of  the 
moneys  under  its  control,  however,  the  foundation  deposits  the  moneys  into 
the  university's  checking  account  and  presents  claims  for  payment. 

The  business  office  utilizes  a  double  entry  system  with  a  general  ledger, 
a  detailed  transaction  record,  and  a  cost  summary,  which  reflects  departmental 
costs  by  object  code.   The  accounting  system  is  mechanized  and  these  records 
are  reproduced  monthly.   In  addition,  an  internal  budget  report  is  prepared 
monthly  for  each  department  reflecting  the  expenditures  and  budget  balances. 

The  business  office  also  includes  a  purchasing  section  and  a  personnel 
and  payroll  office.   University  and  foundation  requisitions  for  supplies, 
materials,  equipment,  etc.,  are  processed  through  the  purchasing  section,  while 
the  experiment  station  and  extension  service  make  their  own  procurements.   The 
personnel  and  payroll  office  is  responsible  for  processing  the  entire  payroll 
for  all  facets  of  the  university,  with  the  exception  of  the  bookstore.   The 
bookstore  is  a  separately  incorporated  entity  under  the  control  of  a  board  of 
directors  composed  of  faculty  and  students. 

The  financial  aid  office  maintains  its  own  detail  system  to  control 
scholarships,  student  loans,  and  other  student  financial  aid  programs.   Whereas 
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the  financial  aid  office  maintains  detail  records  on  balances  loaned  and  due 
from  each  student,  the  business  office  maintains  summary  records. 

In  our  opinion,  the  university's  present  accounting  system  is  too  cumber- 
some to  provide  an  effective  service  to  the  university  management.   The 
recording  of  transactions  relating  to  university  business  is  segregated  between 
the  university  business  office,  foundation,  student  union,  and  fainancial  aid 
office.   In  order  to  provide  adequate  and  timely  management  and  budget  informa- 
tion, we  believe  that  a  thorough  review  and  revision  of  the  system  should  be  a 
major  priority  of  the  university. 

The  preparation  of  a  policy  and  procedures  manual  is  closely  tied  to  an 
effective  accounting  system.   A  manual  would  assist  both  the  departmental  and 
business  office  personnel  in  preparing  acceptable  documentation  and  accounting 
entries.   These  and  other  related  points  are  discussed  more  fully  in  the  follow- 
ing paragraphs . 

Accounting  Procedures,  Records,  and  Reports 

We  believe  that  a  major  revision  of  the  accounting  system  is  necessary 
to  provide  timely  accounting  and  management  information.   The  present  accounting 
system  has  been  in  use  with  no  substantial  changes  for  many  years,  and  has 
been  modified  in  only  a  piece-meal  fashion  as  needs  required.   As  a  result,  the 
present  accounting  system  is  a  hybrid  system  composed  of  numerous  and  cumber- 
some subsystems  which  require  much  time  and  personnel  to  operate,  giving 
information  and  data  which  is  frequently  late  and  erroneous.   This  necessitated 
the  proliferation  of  separate  accounting  and  budgeting  at  the  departmental 
level.   The  financial  statements  of  the  university  for  1969-70  were  not  published 
by  mid-December  1970  due  to,  among  other  things,  the  large  number  of  year-end 
adjustment  and  reclassification  entries.   Five  trial  balance  proofs  of  the 
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June  1970  general  ledger  were  required  before  all  of  the  accounts  were 
reconciled,  balanced,  and  corrected.   Throughout  the  year,  over  1,500 
journal  voucher  entries  were  prepared.   This  was  due  in  part  because 
journal  vouchers  were  used  as  input  data  for  the  accounting  records. 
Generally,  journal  vouchers  should  be  used  to  record  only  exceptions 
and  corrections  and  other  source  documents  used  to  provide  routine  in- 
put information.   These  facts  alone,  in  our  opinion,  point  to  a  need 
for  a  change  in  the  present  system. 

The  general  ledger  is  segregated  into  nine  fund  groups,  each  of  which 
contains  a  group  of  self-balancing  accounts.   This  has  resulted  in  the 
establishment  of  1,176  general  ledger  accounts.   The  number  of  accounts 
contained  in  the  general  ledger  can  be  reduced.   Some  accounts  have  had  no 
activity  and  carry  a  zero  balance.   Other  accounts  are  of  little  or  no 
value  from  a  management  standpoint.   For  example,  there  were  over  275  separate 
cash  accounts.   The  present  system  is  also  designed  to  record  each  expenditure 
in  a  vouchers  payable  account  before  payment  and  recording  of  the  expenditure. 
The  process  of  recording  the  expenditure  in  vouchers  payable  and  then  paying 
the  recorded  liability  is  accomplished  simultaneously.   Yet,  the  general  ledger 
includes  a  separate  vouchers  payable  account  for  each  cash  account.   The 
vouchers  payable  accounts  are  printed  monthly  as  part  of  the  general  ledger 
and  generally  show  a  zero  balance  each  month.   We  believe  that  the  number  of 
vouchers  payable  accounts  can  be  reduced. 

While  many  modifications  to  overcome  these  problems  could  be  made 
individually,  we  believe  a  complete  revision  of  the  accounting  system  would 
be  more  beneficial  to  the  university. 
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RECOMMENDATION 

We  recommend  that  the  university  consult  with   the  state  controller 
and  the  other  units  of  the  university  system  to  establish  a 
basically  uniform  accounting  system  for  the  university  units 
which  will  meet  management  needs  and  be  compatible  with  the 
statewide  accounting  system  currently  under  development. 

Preparation  of  a  Policies  and  Procedures  Manual 

The  university  has  no  formal  written  manual  of  policies  and  procedures 
for  operation  of  the  accounting  system.   Written  policies  and  procedures  should 
include  a  complete  description  of  the  accounts,  funds,  object  classifications, 
cost  codes,  and  examples  of  the  methods  used  to  record  the  transactions.   A 
manual  of  policies  and  procedures  should  also  contain  information  and  examples 
of  forms  submitted  to  the  business  office  by  other  departments.   This  would 
assist  the  departments  as  well  as  assure  that  the  forms  and  documents  are  sub- 
mitted correctly.   Such  a  manual  should  also  identify  the  individuals  responsi- 
ble for  certain  aspects  of  the  accounting  system  and  describe  the  duties  which 
they  are  to  perform. 

We  believe  that,  until  uniform  or  standard  written  procedures  are  adopted, 
numerous  errors  will  continue  to  be  made  in  recording  transactions.   A  properly 
prepared  operating  manual  should  substantially  reduce  the  number  of  errors  made, 
and,  accordingly,  result  in  much  more  timely  and  accurate  management  reports. 

RECOMMENDATION 

We  recommend  that  the  university  establish  a  written  policies  and 
procedures  manual  for  the  business  and  accounting  functions . 
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Preparation  and  Review  of  Journal  Vouchers 

Journal  vouchers  are  accounting  documents  used  to  enter  internal  trans- 
actions, such  as  adjustments  and  inter-fund  transfers,  in  the  accounting 
records.   Their  use  provides  a  documented  basis  for  accounting  entries  which 
affect  the  accounts  in  much  the  same  manner  as  receipts,  claims,  and  expendi- 
tures.. Because  of  this,  control  over  journal  vouchers  is  an  essential  element 
of  the  overall  system  of  internal  controls  in  the  accounting  system. 

Our  review  of  journal  voucher  procedures  showed  that  journal  vouchers 
were  being  prepared  by  eight  business  office  employees  and  two  foundation 
employees.   We  also  noted  instances  where  an  employee  prepared  journal  vouchers 
to  correct  errors  that  occurred  within  his  area  of  responsibility  and  the 
journal  vouchers  were  not  being  reviewed  prior  to  recording  in  the  general 
ledger. 

As  mentioned  above,  the  university  had  an  unusually  large  number  of  transactions 
recorded  by  journal  vouchers  during  1969-70.   Journal  vouchers  are  presently 
used  by  the  university  for  many  repetitive  type  transactions  that  could  be 
more  efficiently  handled  by  special  input  documents . 

Journal  voucher  preparation  should  be  limited  to  one  or  two  business 
office  employees  and  the  documents  should  be  reviewed  prior  to  entry  in  the 
accounting  system.   By  limiting  the  number  of  employees  preparing  journal 
vouchers  and  establishing  a  review  procedure,  internal  control  would  be 
strengthened  and  the  number  of  errors  reduced. 

We  also  found  that  the  explanatory  information  supporting  journal 
voucher  entries  was  lacking  to  the  extent  that  it  was  difficult  to  determine 
the  purpose  and  nature  of  the  transactions. 
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RECOMMENDATION 

We  recommend  that  the  university : 

2.  Require  sufficient  information  on  journal  vouchers   to 
demonstrate  the  purpose  and  nature  of  the   transactions. 

2.  Develop  specialized  input  forms  for  repetitive   trans- 
actions. 

3.  Restrict  the  authority   to  prepare  journal  vouchers   to 
one  or  two  employees  in  the  business  office. 

4.  Provide  for  supervisory  review  of  all  journal  vouchers 
prior  to  entry  in  the  accounting  system  with  evidence 
of  such  review  on  the  documents . 

Accounting  for  Appropriation  Balances 

The  business  office,  upon  receiving  notice  of  state  appropriations  and 
some  federal  grants,  debits  the  cash  accounts  even  though  the  cash  is  not 
actually  available.   The  state  appropriations  are  not  available  in  the  form 
of  cash  at  the  beginning  of  each  fiscal  year  because  the  money  is  collected 
throughout  the  year.   Grants  by  the  Federal  Government  are  not  necessarily 
received  at  the  time  the  grant  is  awarded.   Therefore,  the  accounting  pro- 
cedure for  recording  state  appropriations  and  federal  grants  results  in  an 
overstatement  of  cash.   Furthermore,  when  the  university  receives  the  cash 
from  federal  grants,  the  cash  account  is  again  debited  prior  to  transmitting 
the  receipts  to  the  state  treasury.   This  results  in  a  further  overstatement 
of  the  cash  until  the  cash  is  transmitted.   The  university  followed  this 
method  for  accounting  for  their  appropriations  in  order  to  disclose  all 
available  spending  authority.   In  our  opinion,  a  better  approach  would  be 
to  segregate  the  budgetary  accounts  from  the  proprietary  accounts 
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in  the  accounting  records.   This  would  provide  full  disclosure  and  also 
preclude  the  possibility  of  any  misinterpretation  of  the  significance  of 
the  amounts  shown. 

During  1969-70,  approximately  $20,000,000  from  various  state  appro- 
priations was  debited  to  the  cash  account  and  at  least  $698,000  in  federal 
grants  were  entered  on  records  although  the  money  had  not  been  received. 

RECOMMENDATION 

We  recommend  that  the  university  consult  the  state  controller  to 
ascertain  the  proper  method  of  reflecting  the  availability  of 
appropriations  and  grant  authorizations  in  the  accounting 
records. 

Disclosure  of  Long  Term  Leases 

The  university  has  several  long-term  leases  for  land  used  by  the  experi- 
ment station  which  have  not  been  reflected  on  prior  year  financial  statements. 

The  following  schedule  shows  some  of  the  long-term  leases  of  the  university, 
the  estimated  long-term  liability,  and  the  annual  rental.   The  estimated  long- 
term  liability  is  based  on  the  annual  rentals  and  number  of  years  remaining  on 
the  leases,  from  July  1,  1970. 


Lease 


A 
B 
C 
D 


E* 


Annual 

Acreage 

Liability 

Rental 

157 

$  7,920 

$5,280 

364 

9,625 

3,850 

5,334 

12,637 

5,055 

464 

4,487 

464 

92 

22,300 

2,000  minimum 

*  A  ten-year  life  was  used  to  determine  the  long-term 
liability  because  the  lease  period  was  indefinite. 
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These  long-term  liabilities  should  be  shown  in  the  university  accounts 
or  disclosed  by  footnote  in  the  financial  statement  in  order  to  fully  dis- 
close the  university  obligations. 

RECOMMENDATION 

We  recommend  that  the  university  disclose  in  the  financial  state- 
ments,  or  notes   thereto,    the  amount  of  long-term  liabilities 
resulting  from   long-term  leases  entered  into  by   the  university. 

DEPOSIT  OF  MONEYS  IN  THE  STATE  TREASURY 

In  1963,  the  Legislative  Assembly  passed  the  Treasury  Fund  Structure 
Act  (Title  79,  Chapter  4)  with  the  expressed  purpose  .  .  ."to  simplify 
the  accounting  system  and  treasury  fund  structure  of  the  state,  to  make 
possible  the  full  utilization  of  modern  accounting  methods,  to  provide 
the  Legislative  Assembly  with  a  greater  measure  of  control  over  public 
moneys,  and  to  enable  the  financial  records  of  the  state  to  accurately  ■ 
reflect  governmental  costs  and  revenues."   To  accomplish  this  purpose, 
the  receipts  and  disbursements  of  all  state  agencies  must  pass  through 
the  state  treasury. 

It  has  long  been  the  practice  at  the  university,  as  well  as  at  other 
units  of  the  Montana  University  System,  to  retain  locally  most  money  received 
at  the  university  as  opposed  to  depositing  the  collections  in  the  state 
treasury.   Receipts  deposited  locally  consiste  of  federal  grants  (including 
indirect  cost  reimbursements);  interest  on  surplus  cash;  revenue  from 
student  building  and  activity  fees;  gate  receipts  from  athletic  contests; 
income  from  various  operations  such  as  the  service  shop,  computing  center, 
student  union  building,  etc.,  and  revenue  from  housing  and  dormitory  opera- 
tions . 
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The  following  schedule  shows  the  total  revenue  available  to  the  university 
during  the  1969-70  fiscal  year,  excluding  private  grants  to  the  foundation.   The 
schedule  shows  the  resources  by  major  organizational  units  of  the  university 
and  whether  the  moneys  were  on  deposit  in  the  state  treasury  or  retained  by  the 
university. 

Held  By 


State  Treasury   University      Total 

University:  ' 

General  Fund  Appropriations  $  6,846,768    $    - 

Millage  Account  Appropriation  2,165,285 

Student  Fees  1,994,440 

Construction  Appropriations  1,719,492         70,977 

Federal  Grants  516,758        765,233 
Private,  State  Grants  &  Interest 

on  Student  Loans  -           1,815,268 
Income  &  Interest  - 

All  Operations  -          6,010,958 

Bond  Fund  Moneys  -           4,938,628 

Sinking  Fund  Moneys  672,994 

Other  Student  Fees  - 2,084,344 

Subtotal  13,915,737     15,685,408   $29,601,145 

Experiment  Station: 

General  Fund  Appropriation  1,865,000         - 
Earmarked  Revenue  -  (Station 

Income)  635,036 

Construction  Appropriation  150,606         42,119 

Federal,  Private  &  State  Grants  -             727,130 

U.  S.  Range  Station  Income        - 428,746 

Subtotal  2,650,642      1,197,995     3,848,637 

Extension  Service: 

General  Fund  Appropriation  671,279 

Extension  Income  48,118 
Federal,  State,  Private 

Grants  &  Income  - 1,126,874 

Subtotal  719,397      1,126,874     1,846,271 
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Endowment  and  Research  Foundation: 

Federal  Grants 

State  Agency  Grants 

Indirect  Cost  Reimbursements, 
Interest,  Sales  &  Services, 
Institutional  Allowances, 
University  Grants,  etc. 

Subtotal 

Student  Union: 

Food  Service 
Housing  Service 
Game  Room 

Subtotal 

TOTAL 

Percentage  of  Total 


Held  By 

State  Treasury   University 


$  2,941,756 
132,131 


1,327,765 


-0- 


-0- 


$17,285,776 
43.2% 


4,401,652 


261,989 
32,228 
54,795 

349,012 

$22,760,941 

56.8% 


Total 


$  4,401,65 


349,01 


$40,046,71 
100% 


There  are  several  statutory  provisions  that  require  the  deposit  of  moneys 
collected  by  the  university  in  the  state  treasury.   Section  79-601,  R.C.M.  1947, 
provides  that,  with  certain  exceptions,  all  moneys  received  by  university  units 
shall  be  deposited  in  the  state  treasury.   Section  79-306(2),  R.C.M.  1947,  pro- 
vides that  the  university  units  shall  deposit  daily  all  collections  in  banks 
located  in  the  same  city  as  the  unit,  where  they  are  subject  to  withdrawal  by 
the  state  treasurer.   Section  79-201  provides  in  part  that  among  the  duties  of 
the  state  treasurer  is  "to  receive  and  keep  all  moneys  belonging  to  the  state 
.  .  .  ."   Section  79-210  requires  that  "...  any  and  all  funds  which  may  be 
made  available  as  a  grant  or  grants  to  the  state  of  Montana  under  any  act  of 
Congress,  or  otherwise,  for  any  purpose  or  use  whatsoever,  ...  to  deposit  the 
same  in  the  proper  fund  in  the  state  treasury." 
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Even  more  emphatic  of  the  legislature's  intent  that  all  moneys  collected 

by  university  units  should  be  deposited  to  the  appropriate  fund  in  the  state 

treasury  is  the  following  provision  of  House  Bill  No.  599,  Session  Laws  of 

1969: 

"Unless  otherwise  provided  in  this  act,  all  monies 
received  or  collected  from  any  source  whatsoever  by 
the  units  named  in  the  act  shall  be  deposited  in  the 
state  treasury  and  credited  to  the  proper  fund." 

To  further  clarify  the  disparity  between  the  university's  practices  and 

the  statutes,  we  requested  an  opinion  from  the  attorney  general  as  to  whether 

the  existing  statutes  and  constitutional  provisions  require  the  deposit  into 

the  state  treasury  of  all  moneys  received  or  collected  by  the  units  of  the 

Montana  University  System.   In  response  to  this  request,  the  attorney  general, 

on  December  1,  1970,  advised  us  that,  in  his  opinion,  the  legislature  intended 

to  require  the  deposit  of  all  moneys  received  or  collected  from  any  source 

whatsoever  in  the  state  treasury,  subject  only  to  certain  exceptions  set 

forth  in  Section  79-603,  R.C.M.  1947,  and  Section  79-601,  R.C.M.  1947. 

Section  79-603,  R.C.M.  1947,  refers  to  these  statutory  exceptions  as  follows: 

"The  state  controller  may,  in  his  discretion,  permit 
any  state  institution  to  retain  in  its  possession, 
under  such  conditions  as  the  controller  may  prescribe, 
incomes  from  dormitories  conducted  by  state  institutions, 
and  moneys  deposited  in  trust  by  students,  members,  in- 
mates, or  other  persons  which  may  be  subject  to  refund  to 
the  depositors  on  demand  or  otherwise  .  .  .  ." 

To  date,  the  university  has  not  sought  the  controller's  approval  to  retain  such 

moneys  collected  by  the  university. 

The  state  treasury  fund  system  provides  the  fund  structure  to  handle  any 

moneys  that  may  come  under  the  control  of  the  university  units.   For  example, 

there  is  the  Federal  and  Private  Revenue  Fund  for  federal  and  private  grants; 

the  Federal  and  Private  Grant  Clearance  Fund  for  federal  and  private  grants 
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merely  passing  through  the  units,  such  as  scholarships;  the  Agency  Fund  for 

moneys  the  units  hold  in  trust  subject  to  refund;  the  Bond  Proceeds  and 

Insurance  Clearance  Fund  for  construction  moneys  derived  from  bond  sales;  and 

the  Sinking  Fund  to  account  for  moneys  reserved  for  bond  principal  and  interest 

payments.   The  system  further  provides  for  the  establishment  of  clearing 

accounts  when  needed  for  depositing  receipts  before  crediting  the  proper  fund. 

It  is  worthy  to  point  out  that  the  deposit  of  all  moneys  in  the  state 

treasury  does  not  mean  that  all  moneys  need  to  be  appropriated  to  make  disbursi 

ments.   Section  79-415,  R.C.M.  1947,  provides  that: 

"(1)   Moneys  deposited  in  the  general  fund,  the  earmarked 
revenue  fund,  the  revolving  fund,  and  the  federal  and 
private  revenue  fund,  with  the  exception  of  trust  income, 
shall  be  paid  out  of  the  treasury  only  on  appropriation 
made  by  law. 

(2)   Moneys  deposited  in  the  federal  and  private  grant 
clearance  fund,  the  sinking  fund,  the  bond  proceeds  and 
insurance  clearance  fund,  the  trust  and  legacy  fund  and 
the  agency  fund  may  be  paid  out  of  the  treasury  under 
general  laws,  or  contracts  entered  into  in  pursuance 
of  law,  permitting  such  disbursements." 

It  is  recognized  that  there  are  circumstances  where  immediate  cash  outlay: 
need  to  be  made  that  cannot  be  processed  quickly  enough  through  the  claim- 
warrant  process.   Most  of  the  state  agencies,  including  the  university,  with 
such  a  need  have  beeen  provided  cash  advances  from  the  state  treasury  known  as 
"Contingent  Revolving  Accounts."   These  advances  consist  of  set  sums,  for  whicl 
the  agencies  must  account  at  all  times,  from  which  immediate  payments  can  be 
made. 

Use  of  a  central  state  treasury  system  increases  control  over  the  custody 
and  disbursement  of  state  controlled  moneys  and  the  companion  feature  of  the 
system,  centralized  accountability  of  these  moneys,  provides  the  basis  for  com 
plete  disclosure  as  to  the  nature  of  the  state's  financial  transactions. 
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The  deposit  of  all  state  controlled  moneys  in  the  state  treasury  pro- 
vides the  additional  advantages  of  facilitating  a  central  investment  function, 
negating  the  need  for  each  agency  to  maintain  surveillance  of  collateral 
deposits,  cancelling  long  outstanding  checks  because  the  treasury  system 
automatically  provides  for  this,  permitting  the  transfer  of  moneys  between 
funds  and  agencies  by  a  fund  transfer  document  instead  of  the  more  costly  means 
of  writing  checks,  and  otherwise  expediting  the  handling  of  bank  account  related 
matters . 

Based  upon  the  above  cited  statutes,  legal  opinion,  and  good  business 
practices,  we  believe  that  the  university  should  deposit  in  the  state  treasury 
moneys  currently  being  retained  by  the  university  and  future  collections  to 
the  extent  not  specifically  exempted  by  the  state  controller. 

RECOMMENDATION 

We  recommend  that: 

1.  The  state  controller  review  the  native  of  the  moneys 
held  by   the  university  and  ■prescribe   the  state  treasury 
funds  into  which  these  moneys  are  to  be  deposited. 

2.  The  university  work  with  the  state  controller  in  trans- 
ferring the  university  's  bank  account  balances  to  the 
appropriate  funds  in  the  state   treasury  and  depositing 
future  receipts   therein. 

TIMELY  DEPOSITS  OF  STUDENT  FEES 

As  discussed  above,  various  state  laws  require  the  deposit  of  all  moneys 
in  the  state  treasury.   Specifically,  Section  79-306,  R.C.M.  1947,  requires 
the  daily  deposit  of  all  moneys  in  the  state  treasury,  or  in  an  account  controlled 
by  the  state  treasurer. 
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We  found  that  as  a  matter  of  practice,  significant  sums  of  money  the 
university  does  deposit  in  the  state  treasury  are  held  by  the  university 
for  lengthy  periods  of  time  before  being  deposited  in  the  treasury.   During 
1969-70,  for  example,  the  university  earned  approximately  $135,000  from  the 
investment  of  surplus  cash.   A  part  of  the  invested  surplus  cash  came  from 
student  fee  collections  which  were  deposited  in  a  local  bank  account  and 
invested  by  the  university  for  varying  lengths  of  time  prior  to  deposit  in  the 
state  treasury.   The  following  schedule  reflects  the  dates  and  amounts  of 
appropriated  student  fees  collected  and  the  dates  the  collections  were  remitted 
to  the  state  treasury. 

Amount         Date         Date 
Quarter  Collected     Collected    Remitted 

Fall  $639,342       9/26/69     12/1/69 

Winter  602,213       1/  2/70      3/4/70 

Spring  531,750       3/20/70      5/8/70 

In  our  opinion,  student  fee  collections  should  be  deposited  to  the  credit 
of  the  state  treasury  promptly  not  only  to  comply  with  the  above  statute,  but 
so  the  moneys  can  be  immediately  available  to  pay  the  university's  operating 
expenses . 

The  interest  earnings  on  the  investment  of  the  university's  surplus  cash 
was  transferred  to  an  account  within  the  foundation.   The  $135,000  earnings 
constituted  the  basic  source  of  revenue  for  this  account,  which  was  controlled 
by  the  president's  office.   The  account  was  used  to  pay  for  such  expenses  as 
travel  and.  entertainment,  equipment  purchases,  interview  and  moving  costs, 
consulting  fees,  etc.   We  believe  that  interest  earned  on  invested  appropriated 
moneys  should  be  credited  as  revenue  to  the  General  Fund,  not  to  a  local  account 
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where  it  is  used  at  the  discretion  of  the  university. 

University  business  office  officials  advised  us  that  the  time  delay  was 
necessary  in  that  they  had  to  perform  a  "fee  audit"  before  depositing  the 
student  fee  money  in  the  state  treasury.   They  described  a  "fee  audit"  as 
being  a  computer  analysis  of  the  moneys  received  to  identify  those  fees  and 
the  amount  which  should  be  sent  to  the  state  treasury.   This  is  necessary, 
in  the  university's  view,  because  a  conglomeration  of  fees  is  received  on 
registration  day,  and  the  various  types  and  respective  amounts  of  the  fees 
have  to  be  analyzed  and  compiled.   Once  this  is  accomplished,  the  university 
transmits  only  those  fees  to  the  state  treasury  which  have  been  appropriated. 
The  remainder  of  the  fees  are  held  at  the  local  level  by  the  university. 

While  we  agree  that  an  analysis  and  compilation  of  the  various  fees  is 
necessary,  we  know  of  no  reason  for  delaying  the  deposit  of  fees  in  the  state 
treasury,  especially  in  view  of  the  requirements  of  law  that  all  moneys  be 
deposited  daily.   The  fact  that  a  conglomeration  of  fees  is  involved  is  of  no 
consequence,  in  our  opinion,  since  the  treasury  fund  structure  is  designed  to 
accommodate  such  circumstances. 

We  believe  that  all  of  the  student  fees  should  be  deposited  on  a  timely 
basis  in  the  state  treasury.  While  it  is  generally  construed  that  the  state 
treasury  refers  to  Helena,  provisions  can  be  made  for  depositing  the  fees 
directly  in  a  state  treasurer-controlled  account  in  a  local  Bozeman  bank,  in 
much  the  same  manner  as  is  presently  done  by  the  Liquor  Control  Board.  This 
would  accomplish  the  physical  handling  of  the  money. 

From  an  accounting  standpoint,  we  believe  that  all  of  the  student  fees 
could  be  deposited  in  a  separate  clearance  account  in  the  state  treasury.   This 
would  permit  accounting  recognition  and  control  of  the  fees  until  such  time  that 
a  "fee  audit"  is  completed,  after  which  the  various  fees  could  be  transferred  to 
the  correct  university  accounts  in  the  state  treasury. 
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RECOMMENDATION 

We  reaommend  that: 

1.  The  state  controller  establish  a  clearance  account  in  the 
the  state   treasury   to  receive  and  account  for  student  fees 
deposited  by  the  university . 

2.  The  university  deposit  all  student  fees' in  the  state   treasury 
as  soon  as  possible  after  collection. 

USE  OF  GENERAL  FUND  APPROPRIATION 

Section  82-109,  R.C.M.  1947,  provides  that  it  shall  be  the  duty  of  the 
state  controller  to  apply  expenditures  against  cash  funds  wherever  possible 
before  using  the  general  fund  appropriations.   Commensurate  with  this  statute, 
the  state  controller  issued  Management  Memo  70-15  in  May  1970.   This  memo  was 
issued  to  remind  all  agencies  of  the  statutory  requirements  and  to  establish  a 
formal  policy  in  this  area.   The  state  controller  directed  that  in  those  cases 
where  moneys  have  been  appropriated  from  both  the  General  Fund  and  other  than 
the  General  Fund  for  the  same  purpose  and  program,  (which  is  the  case  with  the 
university) ,  the  appropriation  from  available  non-general  fund  moneys  must  be 
expended  before  expenditures  are  made  from  the  general  fund  appropriation.   In 
this  regard,  officials  of  the  state  controller's  office  were  adamant  about  this 
policy  and  said  that  the  university  system  had  been  questioned  on  this  apsect 
in  the  past. 

During  the  1969-71  biennium  the  university  received  appropriations  for 
personal  services,  operation  and  capital  from  three  major  sources.   The  appro- 
priations for  1969-70  were  as  follows: 
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General  Fund  $  6,845,000 
Earmarked  Revenue  Fund: 

University  Millage  Account  1,900,000 

Student  Fee  Account  1,950,000 

Total  $10,695,000 

At  the  university  the  general  fund  appropriation  was  used  first  during 
1969-70.   This  is  evidenced  by  the  fact  that,  after  the  first  six  months  of 
the  fiscal  year,  over  50%  of  the  general  fund  appropriation  was  expended,  only 
8%  of  the  university  millage  account  was  expended,  and  none  of  the  student  fee 
account  was  expended . 

We  believe  that  the  described  situation  could  be  alleviated  to  a  large 
extent  by  the  establishment  of  a  general  use  account  for  the  university  within 
the  state  treasury,  in  addition  to  the  other  accounts  needed  for  moneys 
designated  for  certain  purposes,  such  as  a  federal  and  private  revenue  account. 
This  general  use  account  would  be  an  account  in  which  all  moneys  available  for 
general  university  operations  would  be  deposited.   This  would  include  all 
appropriated  support  moneys,  and  all  other  moneys  received  by  the  university 
which  are  available  for  general  operations.   Moneys  available  from  the  student 
fee  account  and  university  millage  account  in  the  Earmarked  Revenue  Fund  would 
be  transferred  to  the  extent  of  the  respective  appropriations  to  this  account 
by  the  state  controller  who  would  also  transfer  general  fund  appropriated  moneys 
to  the  account  as  necessary  to  meet  university  expenditures.   All  available 
moneys  would  be  transferred  into  the  account  and  all  general  support  university 
claims  and  disbursements  would  be  made  from  it. 

Utilization  of  this  account  would  simplify  the  accounting  procedures  at 
both  the  university  and  State  Department  of  Administration  levels,  and  provide 


-23- 


for  a  more  effective  means  of  disclosure  and  control  over  university 
expenditures.   Discussion  with  appropriate  university  and  State  Department 
of  Administration  officials  tended  to  confirm  our  views  in  this  regard. 
Representatives  of  the  state  controller's  office  advised  us  that  they  could 
foresee  no  practical  problems  with  such  a  procedure  and  indicated  that  the 
state  controller  presently  has  the  statutory  authority  to  effect  such  a 
change. 

RECOMMENDATION 

We  recommend  that  the  state  controller  establish  an  account  in 
the  appropriate   treasury  fund  to  receive,   hold,   and  disburse 
all  moneys  available  to   the  university  for  general  support 
operations,   including  state  appropriations  and  moneys  from 
all  other  sources,   not  otherwise  required  to  be  deposited 
elsewhere  by   law. 

CASH  AND  INTERNAL  CONTROLS 

Our  review  encompassed  the  procedures  followed  by  the  university  cashier 
and  various  departments  on  campus  with  respect  to  the  collection,  handling, 
depositing,  and  reconciling  of  cash.   We  found  that,  as  a  general  rule,  the 
control  of  cash  is  less  than  satisfactory  as  evidenced  by  the  following  points. 
Distribution  of  Mail  Receipts 

The  business  office  secretary  receives  and  opens  most  of  the  mail.   Some 
of  the  mail  is  delivered  to  others  who  open  it  and  eventually  return  any  cash 
or  cash  items  received  to  the  university  cashier  for  receipt.   For  example, 
checks  received  in  the  business  office  as  payment  for  food  and  housing  are 
delivered  to  these  respective  departments  for  processing,  and  are  eventually 
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returned  to  the  university  cashier  for  deposit  in  the  bank.   We  also  noted  that 
payments  for  certain  accounts  receivable  are  forwarded  to  the  accounting  section 
after  which  they  are  given  to  the  cashier  for  deposit. 

The  fact  that  mail  receipts  are  distributed  to  operating  departments  repre- 
sents a  weakness  in  basic  elements  of  internal  control.   A  better  method  of 
handling  mail  receipts,  in  our  opinion,  would  be  for  the  payments  to  be 
immediately  delivered  to  the  cashier  for  deposit.   Any  departments  needing 
information  regarding  the  collections  could  be  notified  by  a  routing  slip,  memo, 
or  other  document  as  opposed  to  actually  sending  them  the  checks  or  other 
moneys  collected.   This  procedure  would  substantially  decrease  the  possibility 
of  the  payments  being  lost  or  otherwise  not  being  deposited,  would  make  the 
money  available  for  use  that  much  sooner,  and  at  the  same  time,  not  detract 
from  the  information  needed  as  to  payments  by  the  operating  departments. 

RECOMMENDATION 

We  recommend  that  the  university  revise   the  procedures  in  the  business 
office  to  provide  for  the  immediate  deposit  of  payments  received 
by  mail  and  notification  to   the  applicable  operating  departments 
by  a  routing  slip  or  other  transmittal  document. 

Placement  of  Restrictive  Endorsement  on  Checks  Received 

Checks  are  received  at  the  university's  business  office  in  payment  of 
various  fees.   These  checks  were  not  given  a  restrictive  endorsement  until 
the  time  of  deposit.   To  assure  proper  control,  a  restrictive  endorsement 
should  be  stamped  immediately  on  all  incoming  checks.   Stamping  a  restrict- 
ive endorsement  on  all  checks  reduces  the  negotiability  of  checks  in  the 
event  they  are  lost  or  stolen. 
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RECOMMENDATION 

We  recommend  that  checks  be  restrictively  endorsed  at  the   time 
they  are  received. 

Cash  Change  Funds 

There  were  several  instances  where  departments  established  unrecorded 
cash  change  funds  by  retaining  a  part  of  the  money  collected.   Cash  collections 
were  not  being  deposited  with  the  business  office  intact  and  there  were  instances 
where  cash  change  funds  were  established  by  means  of  the  office  employees  con- 
tributing their  personal  money.   For  example,  cash  change  funds  for  events 
held  at  the  university  fieldhouse  were  established  by  the  fieldhouse  manager's 
personal  check.   His  check  was  held  by  the  bank  and  returned  to  the  fieldhouse 
manager  after  the  events  were  completed  and  the  moneys  returned  and  deposited. 

The  university  cashier  was  also  without  a  permanent  cash  change  fund.   The 
cashier's  cash  change  fund  was  established  by  retaining  part  of  the  daily 
receipts.   Because  of  this  practice,  all  receipts  were  not  deposited  intact. 
All  cash  receipts  should  be  deposited  intact.   Cash  change  funds  should  be 
controlled  and  recorded  in  the  accounting  records.   The  university  has  a  con- 
tingent revolving  account  which  may  be  used  for  the  establishment  of  cash  change 
funds . 

RECOMMENDATION 

We  recommend  that  the  university  establish  cash  change  funds  for 
explicit  amounts  from  the  contingent  revolving  account  for  the 
cashier  and  others  who  demonstrate  the  appropriate  need  for 
such  a  fund,   and  record  the  funds  in  the  accounting  records. 

Outstanding  Checks 

The  university  has  not  formulated  a  policy  with  respect  to  the  disposition 
of  checks  which  have  been  outstanding  for  long  periods  of  time.   At  June  30,  1970, 
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for  example,  $17,000  in  university  checks  had  been  outstanding  for  over  one 
year,  while  about  $12,700  of  this  amount  had  been  outstanding  in  excess  of 
two  years.   We  believe  the  university  should  implement  procedures  whereby 
the  outstanding  checks  are  periodically  reviewed  and  attempts  made  to  locate 
payees  for  checks  outstanding  one  year  or  more.   In  the  event  the  payees 
cannot  be  located,  we  believe  the  outstanding  checks  should  be  cancelled. 
During  our  examination  of  outstanding  checks,  we  noted  that  numerous 
checks  have  been  written  by  the  university  for  amounts  less  than  $1.00  and 
that  some  checks  were  for  amounts  as  small  as  one  cent.   Upon  inquiry,  we 
found  that  the  majority  of  these  small  checks  constituted  refunds  of  deposits. 
We  believe  the  issuance  of  checks  for  such  small  amounts  is  uneconomical  and 
should  be  discontinued  to  the  extent  practicable.   We  have  expressed  this  same 
view  with  respect  to  other  state  agencies  and  are  of  the  opinion  that  a  state- 
wide policy  should  be  formulated  for  the  guidance  of  all  agencies.   Such  a 
policy  could  provide  that  no  state  checks,  claims,  or  warrants  will  be  issued 
for  nominal  amounts  unless  the  payee  specifically  requests  the  agency  to  do 
so . 

RECOMMENDATION 

We  recommend  that: 

1.  The  university  establish  a  procedure  whereby  all  checks 
outstanding  for  one  year  or  more  are  cancelled. 

2.  The  state  controller  establish  a  statewide  policy  regard- 
ing the  issuance  of  checks,    claims,   or  warrants  for 
nominal  amounts. 


-27- 


NSF  Checks 

Under  present  procedures,  nonsufficient  fund  (NSF)  checks  are  handled  in 
a  manner  which  does  not  provide  for  proper  accounting  recognition  and  control. 
Presently,  the  bank  advises  the  university  when  an  NSF  check  occurs  and  the 
university  reduces  the  current  bank  deposit  by  that  amount.   For  example,  if 
the  bank  had  $5,000  in  NSF  checks  on  hand  and  the  next  deposit  by  the  university 
was  to  be  $15,000,  the  university  cashier  would  show  a  net  deposit  of  $10,000 
on  the  deposit  ticket  while  the  actual  amount  of  money  deposited  would  be 
$15,000.   Upon  receipt  of  the  NSF  checks,  the  university  chasier  deposits  them 
a  second  time  and,  if  they  are  still  uncollectible,  refers  them  to  the  respecti\ 
university  departments  for  collection  from  the  maker.   No  entries  are  made  in 
the  accounting  records  to  record  the  above  process,  and,  as  a  result,  it  is 
difficult  to  determine  the  volume  of  NSF  checks  during  the  year  and  to  ascertair 
the  amount  owed  the  university  as  a  result  of  NSF  checks. 

A  more  acceptable  method  of  handling  NSF  checks  is  to,  (1)   make  deposits  i 
and  have  the  bank  charge  the  university's  account  for  NSF  checks  through  the 
bank  statement,  (2)   record  the  NSF  checks  in  the  accounting  records  as  a  re- 
duction of  the  cash  accounts  and  in  increase  in  receivables  and,  (3)   then  initi 
collection  procedures  such  as  redepositing  and  contacting  the  maker  of  the 
check  to  obtain  payment.   This  process  would  provide  for  accounting  control  on 
NSF  checks  and  would  provide  a  historical  record  of  such  checks.   The  establish- 
ment of  a  permanent  cash  change  fund  for  the  cashier  should  enhance  this  revised 
procedure. 

RECOMMENDATION 

We  recommend  that  the  university  record  NSF  checks  returned  by   the 
bank  as  receivables  in  the  accounting  records. 
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Bank  Reconciliations 

The  monthly  bank  reconciliations  are  prepared  by  the  university  cashier 
who,  in  addition  to  receiving  cash  and  preparing  the  daily  bank  deposits, 
also  prepares  the  information  utilized  by  data  processing  in  the  recording 
of  cash  receipt  transactions. 

To  have  adequate  internal  control,  the  monthly  bank  reconcilements  should 
be  prepared  by  someone  other  than  a  person  involved  in  the  handling  of  cash 
or  the  recording  of  cash  transactions.   Although  it  is  practical  and  expedient 
to  allow  the  cashier  to  prepare  the  initial  accounting  entries  and  deposits, 
we  believe  that  the  task  of  preparing  the  bank  reconciliation  should  be  per- 
formed by  an  employee  other  than  the  university  cashier. 

We  also  noted  that  the  adjustments  to  bring  the  general  ledger  balances 
into  agreement  with  the  reconciled  bank  statements  are  not  prepared  on  a 
monthly  basis  since  the  monthly  bank  statements  are  not  reconciled  to  the 
general  ledger  on  a  regular  basis.   At  year-end,  the  cash  accounts  had  to  be 
extensively  reconciled  before  the  financial  statements  could  be  prepared. 

RECOMMENDATION 

We  recommend  that  the  bank  statements  be  reconciled  by  an  employee 

not  responsible  for  other  cash  functions  and  the  general   ledger 

be  adjusted  accordingly  on  a  monthly  basis. 

Unrecorded  Bank  Accounts 

Our  review  of  the  university  bank  accounts  disclosed  that  several  components 
of  the  university  had  bank  accounts  which  were  not  recorded  in  the  university 
accounting  records  nor  controlled  by  the  university  business  office.   We  found, 
for  example,  that  the  university's  School  of  Nursing  had  bank  accounts  in  Billings, 
Butte,  Great  Falls,  and  a  cash  account  at  Warm  Springs.   Approximately  $5,800 
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was  in  these  accounts  at  June  30,  1970,  none  of  which  was  reflected  on  the 
university  accounting  records.   These  accounts  were  maintained  through  dona- 
tions and  fees  charged  student  nurses  and  were  used  for  a  variety  of  purchases 
such  as  books,  film  rentals,  freight  bills,  etc. 

We  also  noted  that  a  number  of  on-campus  organizations ,  such  as  the 
university  art  department,  outing  club  and  others,  had  savings  accounts  in  the 
name  of  the  university  which  were  not  reflected  on  the  university  accounting 
records. 

Although  we  have  not  evaluated  the  nature  and  need  for  these  accounts, 
we  believe  they  should  be  recorded  in  the  university  records  if  related  to 
university  businees  or,  if  not,  the  name  of  the  university  removed  from  the 
accounts.   At  the  time  of  our  review,  university  officials  charged  with  the 
recording  and  managing  of  university  financial  affairs  were  unaware  of  these 
accounts  and,  as  a  result,  university  control  was  absent. 

We  believe  the  university  should  take  the  measures  necessary  to  identify, 
evaluate  the  need  for,  and  record  in  the  accounting  records  all  cash  associated 
with  university  business. 

RECOMMENDATION 

We  recommend  that  the  university  identify ,   evaluate ,   and  record 
all  university  cash  in  the  accounting  records. 

Deposits  with  the  University  Cashier 

Section  8-804  of  the  Montana  State  University  Faculty  Handbook,  1968-70, 
states  that  all  institutional  moneys  must  be  accounted  for  by  the  business 
office,  and  that  it  is  the  responsibility  of  each  department  head  to  see  that 
any  moneys  delivered  to  his  department  are  properly  transmitted  to  the  business 
office. 
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In  reviewing  the  cash  procedures  of  the  various  departments,  we  noted 
that  11  of  the  31  departments  reviewed  had  no  expressed  policy  for  depositing 
money  with  the  business  office  cashier.   Some  of  the  departments  stated  that 
deposits  are  made  only  when  they  have  time.   There  was  at  least  one  department 
which  was  paying  miscellaneous  expenses  from  cash  receipts.   In  this  connection, 
we  also  noted  gate  receipts  from  the  university  fieldhouse  events  were  deposited 
directly  with  a  local  bank  rather  than  through  the  business  office,  although 
a  copy  of  the  deposit  slip  was  forwarded  to  the  business  office. 

We  found  that  at  June  30,  1970,  there  was  in  excess  of  $32,000  in  the 
departments  which  had  not  been  reported  to  the  business  office  or  recorded 
on  the  university's  formal  records.   Subsequent  review  of  the  deposits  made 
in  July  disclosed  that  some  departments  still  had  not  deposited  any  of  the 
cash  counted  on  June  30,  1970,  and  other  had  deposited  only  a  portion  of  the 
cash  which  was  on  hand  at  that  date. 

A  weakness  in  internal  control  exists  and  inefficiency  results  when 
each  department  is  allowed  to  maintain  its  own  records,  bill  customers, 
and  collect  and  deposit  cash.   We  have  made  a  recommendation  to  alleviate 
this  in  the  receivables  section  of  this  report.  We  believe  that  these 
functions  should  be  performed  by  the  business  office  which  is  equipped  to 
properly  perform  this  job.   While  cash  will  always  inadvertently  be  for- 
warded to  the  departments,  it  should,  on  those  occasions,  be  immediately 
remitted  to  the  business  office. 

RECOMMENDATION 

We  recommend  that  the  university: 

1.      Identify  and  examine  all  areas  on  or  off  campus  where 
university  money  is  received  and  make  it  mandatory  that 
all  such  future  payments  he  made  directly  to   the  business 
office  when  practicable. 
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2.      Where  direct  payment  is  not  feasible  nor  practicable 3 
prescribe  written  procedures  governing  and  requiring 
the  immediate  remittance  of  all  collections   to   the 
business  office. 

Payment  of  Local  Claims 

Checks  drawn  by  the  university  on  local  moneys  are  returned  to  the 
business  office  for  review  prior  to  mailing.   These  checks  are  drawn  by 
the  data  processing  section  on  the  basis  of  claims  prepared  by  the  business 
office  and  are  returned  to  the  same  personnel  in  the  business  office  for 
review  and  mailing. 

If  it  is  necessary  for  the  checks  to  be  reviewed  prior  to  mailing,  we 
believe  they  should  be  returned  to  personnel  other  than  those  preparing  the 
claims  and  authorizing  the  payments. 

RECOMMENDATION 

We  recommend  that  the  university  separate  the  functions  of  pre- 
paration of  university  claims  from  the  verification  and 
mailing  of  the  checks  for  payment. 
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INVESTMENTS 

In  1953,  the  Legislative  Assembly  adopted  into  law  the  state  "Unified 
Investment  Plan"  (Title  79,  Chapter  12,  R.C.M.  1947).  This  act  was  passed 
based  upon  the  recommendation  of  the  Commission  on  Reorganization  of  State 
Government.   The  expressed  hope  of  the  commission  was  that  the  plan  would: 

1.  Eliminate  duplication  of  offices  and  personnel. 

2.  Provide  better  overall  administration  and  tend  to  greater 
economy  in  operations. 

3.  Make  it  possible  to  provide  at  a  minimum  of  cost  an  adequate 
investments  staff  with  proper  technical  advice,  market  data, 
and  financial  services. 

4.  Make  possible  the  pooling  of  small  funds  so  as  to  secure 
better  investments  and  the  transferring  of  a  security  from 
one  fund  to  another,  resulting  in  greater  stability  and 
making  it  possible  to  invest  closer  to  the  total  amount 

of  money  available. 

In  order  to  accomplish  these  objectives  the  act  provides  that  the 

authority  for  investment  of  state  moneys  shall  be  centralized  in  the  State 

Board  of  Land  Commissioners.   Section  79-1203,  R.C.M.  1947,  provides  in 

part  that: 

"...  any  department  of  the  government  .  .  .,  state  board, 
commission,  bureau,  institution,  office  or  officer,  which  has 
under  its  or  his  administration  any  moneys  subject  to  investment, 
must  have  such  moneys  or  any  part  thereof  subject  to  investment, 
invested  by  the  State  Board  of  Land  Commissioners  as  part  of 
the  Montana  Trust  and  Legacy  Fund,  the  long  term  investment 
fund,  or  the  short  term  investment  fund  .  .  .  ." 

The  investments  made  directly  by  the  university  totaled  approximately 

$7,589,000  at  June  30,  1970,  and  consisted  of  moneys  received  from  bonds 

issued  for  the  construction  of  university  facilities,  from  the  university 

or  special  activities  surplus  cash  (short  term  investments) ,  and  from 

organizations  of  the  university,  i.e.,  health  service,  experiment  station, 

and  agency  and  trust  funds.   These  investments  are  made  or  controlled 

directly  by  the  university  without  the  approval  of  the  State  Board  of  Land 

Commissioners . 
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In  our  audit  report  on  the  Department  of  State  Lands  and  Investments 
(July  1970) ,  we  pointed  out  that  the  unified  investment  plan  is  not  working 
as  intended  and  most  state  agencies  with  investable  moneys  are  making  their 
own  investments.   Some  of  the  agencies  acquire  the  approval  of  the  land 
board  and  some,  like  the  university,  do  not.   We  further  pointed  out  that 
the  land  board  did  not  currently  have  the  expertise  needed  to  effectively 
administer  a  centralized  investment  function.   We  recommended  in  that  report 
that  the  land  board  and  State  Department  of  Administration  design  and 
implement  a  centralized  investment  function  headed  by  an  expert  in  the 
investme  it  field  to  achieve  the  intent  of  the  unified  investment  plan  set 
forth  in  the  statutes.   These  agencies  have  concurred  with  our  recommenda- 
tion and  its  implementation  should  result  in  a  substantial  increased  return 
on  the  investment  of  state  moneys. 

In  addition  to  the  investments  made  directly  by  the  university,  the 
Department  of  State  Lands  and  Investments  controls  university  investments 
of  approximately  $1,800,000,  and  a  Helena  bank  controls  university  invest- 
ments approximating  $225,000  at  June  30,  1970.   These  investments  are  a 
result  of  the  revenue  received  from  the  sale  of  two  land  grants  provided 
by  the  Federal  Government  and  from  donations  and  gifts  from  private  concerns 
to  the  university  through  the  Endowment  and  Research  Foundation. 

At  the  university  the  investment  function  is  handled  by  administrative 
personnel  in  the  business  office.   These  employees'  time  is  devoted  to  many 
important  tasks,  of  which  the  investment  function  is  only  one.   Although 
the  university  has  an  active  and  effective  investment  program,  it  is  our 
opinion  that  the  entire  state  investment  function  should  be  centralized 
to  provide  over  .11  better  management  through  the  pooling  of  moneys  and  the 
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development  of  advanced  cash  flow  techniques. 


RECOMMENDATION 


We  recommend  that  the  university  work  with  the   land  board  and 
the  State  Department  of  Administration  in  implementing  an 
effective  central  investment  function  for  investment  of  all 
state  controlled  moneys. 


RECEIVABLES 

The  receivable  accounts  maintained  by  the  university  include  three 
basic  categories: 

1.  Receivable  accounts  maintained  for  construction  appropriations. 

2.  Receivables  due  from  various  university  departments  for  services 
performed  or  materials  sold. 

3.  Notes  receivable  due  the  financial  aid  office  for  loans  granted 
to  university  students. 

The  following  comments  and  recommendations  point  out  where  we  believe 
the  university  can  improve  the  control  and  procedures  over  these  receivables, 
Central  Billing  and  Receivable  Function 

During  the  year  several  university  departments  generated  significant 
earnings  for  which  the  business  office  did  not  have  sufficient  information 
to  record  the  transactions  on  a  timely  basis.   The  following  schedule  re- 
flects the  approximate  amount  of  revenue  produced  by  these  departments 
and  the  outstanding  account  receivable  balances  as  of  June  30,  1970. 

Department 
Office  of  Information 
Public  Service 
Film  and  TV 
Mailing  Room 


Receivable 

Annual 

Balance 

Earnings 

$11,084 

$  76,080 

207 

721 

18,710 

77,323 

2,222 

6,568 
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Receivable 

Annual 

Balance 

Earnings 

$  7,926 

$  32,196 

17,202 

111,228 

2,154 

3,310 

278 

546 

624 

18,406 

2,256 

262,533 

960 

20,946 

$63,623 

$609,857 

Department 

Multigraph  Department 

Chemical  Stores 

Center  for  Intercultural 
Programs  (Loans) 

Wool  Lab 

Library 

Animal  Range  Science 

Grain  Lab 
Total 

This  schedule  does  not  include  all  revenue-producing  departments  but 
demonstrates  that  a  substantial  amount  of  outstanding  receivables  were  not 
recorded  on  the  university  records  and  that  a  significant  amount  of  revenue 
earned  by  the  university  was  not  recorded  by  the  business  office  on  a 
timely  basis. 

Each  of  the  listed  departments  maintained  their  own  sales  and  account 
receivable  records,  issued  sales  invoices,  and  collected  payments.   Collec- 
tions were  deposited  with  the  business  office  cashier  and  recorded  in  the 
appropriate  cash  and  revenue  accounts. 

We  believe  that  the  volume  of  sales  on  account  warrants  the  university 
establishing  a  central  billing  and  receivable  function  within  the  business 
office  in  order  to  establish  control,  recognize  the  transactions  in  the 
university's  formal  accounting  records,  and  realize  greater  efficiency  and 
economy.   The  cost  of  the  collection  function  should  be  reduced  because 
the  need  for  separate  accounting  records  would  be  eliminated  and  the  monthly 
billings  would  be  consolidated.   The  university  should  have  increased  assur- 
ance that  the  receivables  will  be  collected  because  the  business  office 
could  control  the  follow-up  procedures. 
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RECOMMENDATION 

We  recommend  that  the  university  establish  a  central  billing 
and  receivable  section  within  the  business  office. 

Cumulative  Billing 

The  university  departments  which  provide  services  or  sell  materials 
on  account  generally  send  copies  of  individual  sales  slips  or  invoices  as 
their  billing  documents.   As  a  result,  the  customer  being  billed  is  not 
provided  the  cumulative  amount  due. 

This  creates  some  confusion  between  the  using  department  or  customer 
and  the  department  providing  the  service.   For  example,  in  confirming  one 
of  the  outstanding  accounts  receivable  due  the  computing  center,  the 
customer  replied  that  the  balance  due  of  $770  was  wrong  because  he  had 
just  been  billed  and  paid  $341.   However,  in  reviewing  the  ledger  card 
we  found  that  the  correct  amount  due,  $770,  was  the  result  of  a  number 
of  services  provided  in  prior  months  which  were  not  paid  in  full.   The 
fact  that  unpaid  balances  are  not  brought  forward  has  resulted  in  other 
disagreements  between  the  balances  on  the  records  of  the  billing  depart- 
ment and  those  of  the  customer. 

RECOMMENDATION 

We  recommend  that  the  university  carry  forward  -previous  months  ' 
unpaid  balances  on  the  monthly  billing  statements. 
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Reconciliation  of  General  and  Subsidiary  Ledgers 

The  balances  in  the  university's  subsidiary  and  general  receivable 
ledgers  did  not  agree  when  tested  at  May  31,  1970.  The  following  table 
depicts  the  disparity  between  the  two  ledgers: 


Subsidiary 

General  Ledger 

Account 

Balance 
$45,202 

Balance 

Difference 

Computing  Center 

$50,546 

$  5,344 

Service  Shop 

26,390 

1,970 

24,420 

Deferred  Fees 

3,557 

3,501 

56 

We  were  advised  that  the  subsidiary  and  general  ledger  balances  were 
not  reconciled  on  a  monthly  basis,  the  primary  reason  being  that  the  general 
ledgers  were  not  being  printed  on  a  timely  basis.   The  ledgers  were  brought 
into  agreement  at  June  30,  1970.   Delaying  the  reconciliation  of  the  ledgers 
until  the  end  of  the  fiscal  year  results  in  an  increased  workload  at  a 
time  when  numerous  other  adjusting  and  closing  entries  must  be  prepared 
before  the  financial  statements  are  issued.   Monthly  reconciliations  would 
assist  in  identifying  posting  errors,  incorrect  account  balances,  etc., 
because  of  the  close  proximity  between  the  time  of  reconciliation  and  the 
time  the  errors  were  made.   Monthly  reconciliation  would  also  provide 
increased  assurance  that  the  proper  amounts  are  being  collected  and  delin- 
quent accounts  are  identified  and  followed  up. 

RECOMMENDATION 

We  recommend  that  the  business  office  reconcile  the  general  and 
subsidiary  receivable   ledgers  on  a  monthly  basis. 

Consolidation  of  Subsidiary  Receivable  Ledgers 

The  responsibility  for  maintaining  certain  receivable  subsidiary 
accounts  and  ledgers  is  centralized  and  controlled  by  the  business  office, 
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but  is  divided  among  various  employees.   All  of  these  employees  had  other 
major  responsibilities  and  the  maintenance  of  these  receivable  accounts 
was  a  supplemental  duty,  as  shown  in  the  following  table: 

Account  Employee 

Telephone  System  Accounting  Clerk 

Computing  Center  Claims  Supervisor 

Service  Shop  Claims  Clerk 

Deferred  Fees  Cashier 

As  discussed  in  the  preceding  section,  these  accounts  were  not  main- 
tained in  agreement  with  the  corresponding  general  ledger  accounts.   In 
the  case  of  the  Service  Shop  and  Computing  Center,  the  business  office 
recorded  the  receivables  and  payments  but  did  not  bill  or  follow  up  on 
delinquent  accounts.   Deferred  fee  receivables  result  from  amounts  due 
the  university  from  various  organizations  granting  scholarships,  fellow- 
ships, etc.,  to  students.   The  records  used  to  account  for  and  control 
these  receivables  were  not  adequate;  a  subsidiary  ledger  was  not  maintained, 
and  the  documentation  such  as  billings,  invoices,  etc.,  representing  the 
only  record  of  amounts  due  and  paid,  were  placed  in  file  folders.   Practices 
such  as  these  increase  the  chance  that  proper  billing  and  collecting  will 
not  be  done,  nor  detected  due  to  the  absence  of  a  subsidiary  ledger.   It 
is  also  difficult,  under  these  circumstances,  to  identify  and  follow  up  on 
delinquent  accounts.   In  addition,  we  believe  that  internal  control  would 
be  strengthened  if  the  responsibility  for  maintaining  the  "Deferred  Fee" 
receivables  were  vested  in  someone  other  than  the  cashier. 

RECOMMENDATION 

We  recommend  that  the  university: 

1.      Centralize  the  duty  of  recording  and  accounting  for 

receivables  within  a  centralized  billing  and  receivable 
function  in  the  business  office. 
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2.      Establish  a  subsidiary   ledger  for  deferred  fees. 

Long  Overdue  Receivables 

The  accounts  receivable  records  for  the  service  shop  indicated  that 
there  were  five  "construction  accounts"  with  overdue  balances  totaling 
$9,628.   These  accounts  resulted  from  services  and  materials  purchased 
from  the  service  shop  as  far  back  as  1966  for  various  campus  construction 
projects.   The  bills  were  approved  and  charged  to  accounts  maintained  by 
the  business  office.   We  were  advised  that  at  the  time  the  bills  were  due 
sufficient  money  was  not  available.   We  believe  that  this  further  demon- 
strates the  need  for  central  control  and  responsibility  over  receivables 
so  that  these  problems  can  be  identified  and  corrected  immediately.   It 
should  not  be  necessary  to  carry  these  interdepartmental  receivables  on 
the  records  for  such  lengthy  periods  of  time. 

RECOMMENDATION 

We  recommend  that  the  university : 

1.  Consider  processing  departmental  receivables  for 
payment  automatically  if  requested  approvals  are 
not  received  on  a  timely  basis. 

2.  Establish  procedures   to  provide  for  timely  follow-up 
on  billings  not  paid  on  time. 

STOREROOM  INVENTORIES 

The  university  maintains  three  central  storerooms  which  provide  supplies 
to  university  departments.   These  storerooms  are  the  service  shop  storeroom, 
chemistry  storeroom,  and  central  storeroom.   The  service  shop  storeroom  is  a 
part  of  physical  plant  operations  and  furnishes  supplies  to  physical  plant 
maintenance  and  repair  crews.   The  chemistry  storeroom  was  recently  established 
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as  a  separate  operation  to  issue  chemicals  and  glassware  to  various  uni- 
versity departments.   The  central  storeroom  is  part  of  the  food  service 
and  housing  auxiliary  enterprise  operation  and  furnishes  food  and  non-food 
items  to  on-campus  residence  halls. 

There  are  some  basic  control  features  of  an  inventory  system  that  are 
necessary  to  assure  accurate  accountability  of  the  inventory.   We  noted 
improvements  were  needed  in  some  of  these  areas  as  indicated  in  the  follow- 
ing paragraphs. 

Access  to  Storerooms 

The  university  did  not  have  control  over  the  number  of  personnel  having 
access  to  the  storeroom  areas.   The  service  shop  storeroom,  for  example,  is 
used  as  a  thoroughfare  to  get  from  one  office  to  another.   The  chemistry 
department  personnel  have  access  to  the  storeroom  as  the  chemistry  supplies 
and  equipment  are  located  in  the  storeroom.   In  addition,  the  university 
does  not  have  control  over  the  number  of  keys  available  and  issued  to 
personnel  for  the  chemistry  and  residence  hall  storerooms. 

Limited  access  to  storerooms  is  an  element  of  a  good  inventory  system 
that  is  necessary  to  insure  the  safeguarding  of  materials  awaiting  use 
or  disposition  and  reduce  the  possibility  of  loss. 

RECOMMENDATION 

We  recommend  that  the  university   limit  the  number  of  personnel 

having  access  to  storerooms  and  establish  a  procedure  to  control 

and  record  the  issuance  of  keys  to  the  storerooms. 

Perpetual  Inventory  Records  and  Physical  Inventories 

The  service  shop  reported  an  inventory  of  $180,055  as  of  June  30,  1970, 
based  on  the  perpetual  records.   Perpetual  inventory  records  were  not  accurate 
at  the  university's  service  shop  storeroom  and  the  records  were  not 


-41- 


periodically  updated  based  upon  a  complete  physical  inventory.   The  in- 
accuracy of  the  records  was  disclosed  by  our  test  count  which,  when 
compared  to  perpetual  records,  showed  the  records  to  be  in  error  about 
56%  of  the  time.   A  prime  purpose  of  a  perpetual  inventory  record  system 
is  to  establish  accountability  for  the  inventory  items  and  provide  a 
meaningful  basis  of  valuating  the  inventory.   This  is  not  accomplished 
unless  a  periodical  count  is  made,  the  count  and  records  are  compared, 
the  differences  resolved,  and  management  approval  obtained  for  adjusting 
the  records  to  the  count. 

We  were  advised  that  the  last  complete  physical  inventory  of  the 
service  shop  storeroom  was  taken  in  1952.   We  were  also  advised  that 
individual  items  are  counted  each  time  a  new  order  is  received  and  that 
slow  moving  items  in  the  inventory  are  counted  periodically  and  the  per- 
petual records  updated  accordingly.   There  is,  however,  no  effort  made 
to  perform  a  physical  examination  and  count  each  year. 

The  current  method  being  used  to  provide  a  physical  count  of  inventory 
resulted  in  less  than  50%  of  the  items  being  counted  and  accordingly,  does 
not  result  in  accurate  inventory  records. 

RECOMMENDATION 

We  recommend  that  the  university: 

1.  Establish  an  effective  perpetual  inventory  control  system 
in  the  storerooms. 

2.  Issue  guidelines  to  provide  for  a  physical  inventory  of 
all  appropriate  storeroom  items  at  least  once  each  year 
and  update  the  perpetual  records  accordingly . 
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Merchandise  Excluded  from  Inventory 

The  central  storeroom  excluded  approximately  $12,600  of  merchandise 
from  the  June  30,  1970  inventory.  We  were  advised  that  for  the  last  three 
years  the  vendor,  contrary  to  the  purchase  order,  delivered  the  products 
prior  to  July.  The  products  were  not  included  in  the  inventory  because 
the  supplies  were  not  paid  for  until  after  June  30,  1970.  However,  some 
of  the  supplies  were  used  prior  to  the  close  of  the  fiscal  year,  whereas 
other  supply  items  were  commingled  with  other  inventory  items. 

One  factor  in  providing  consistent  financial  reports  from  year  to 
year  is  an  accurate  inventory  figure.   To  assure  accurate  and  consistent 
inventories,  the  accounting  profession  has  provided  guidelines  with  regard 
to  a  year-end  cutoff  date  for  inventories.   One  such  guideline  provides 
that  inventory  items  received  prior  to  the  year-end  date  should  be  included 
in  the  year  received. 

RECOMMENDATION 

We  recommend  the  university  include  all  merchandise  on  hand  in  the 
year-end  inventory. 

Obsolete  and/or  Surplus  Supplies 

During  the  course  of  our  audit  we  noted  instances  of  obsolete,  surplus, 
or  damaged  supplies  which  were  included  in  the  stores'  inventories.   The 
service  shop  had  items  on  the  shelf  that  dated  back  to  at  least  1956,  and 
the  chemistry  store  had  chemicals  on  hand  which  dated  as  far  back  as  1932. 
The  chemistry  store  also  included  glassware  which  was  cracked,  scratched, 
or  stained,  and  was  not  acceptable  to  the  instructors  for  experiments. 
Obsolete  inventory  on  hand  is  costly  to  the  university  in  that  it  takes 
up  valuable  storage  space,  dollars  are  tied  up  in  the  non-usable  merchandise, 
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and  the  administrative  costs  of  controlling  the  merchandise  accrue  from 
year  to  year . 

Although  we  did  not  determine  the  total  amount  of  obsolete,  surplus, 
or  damaged  supplies  on  hand,  we  believe  that  the  problem  is  significant 
enough  to  warrant  written  instructions  regarding  the  disposal  of  this 
type  of  property.   We  also  believe  that  it  would  be  beneficial  if  business 
office  personnel  periodically  survey  all  departments  to  identify  surplus, 
damaged,  or  obsolete  supplies  and  equipment. 

RECOMMENDATION 

We  recommend  that  the  university : 

1.  Confer  with  the  state  controller  to  formulate  and  issue 
instructions  for  the  disposal  of  obsolete,  surplus,  and 
damaged  supplies. 

2.  Implement  a  program  to  assure   that  such  unneeded  supplies 
and  equipment  are  being  disposed  of  promptly  and  properly. 

GENERAL  FIXED  ASSETS 
Land 

The  value  of  land  shown  on  the  university  accounting  records  at 
June  30,  1970,  was  $1,782,586.   Our  review  of  these  records  and  related 
records  at  the  Offices  of  the  Secretary  of  State  and  Executive  Secretary 
of  the  University  System  disclosed  a  number  of  matters  which  we  believe 
warrant  some  management  action.   These  matters  are  described  below. 
1.   Records  of  university  land  ownership  are  dispersed  among  at 

least  three  state  offices.   We  found  that  records  of  university 
land  ownership  were  located  at  the  university,  Secretary  of 
State's  Office,  and  University  System  Office  (executive 
secretary) .   Each  of  these  offices  had  land  ownership  records 
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of  one  type  or  another,  ranging  from  card  files  to  deeds  and 
abstracts . 

Records  of  university  land  ownership  at  each  of  these  three 
locations  are  incorrect.   Synthesis  of  the  records  at  various 
locations  indicated  that  the  university  owned  67  parcels  of 
land.   However,  closer  examination  of  these  records  disclosed 
that  at  least  two  of  the  67  parcels  did  not  belong  to  the 
university.   One  of  these  parcels,  shown  as  being  owned  on 
the  university  records,  was  located  at  Billings  and  is  owned 
by  Eastern  Montana  College.   The  second  parcel  of  land,  also 
shown  as  being  owned  by  the  university  in  the  University 
System's  records,  was  sold  in  1959. 

The  records  maintained  by  the  three  referenced  state  offices 
are  incomplete  as  follows: 

a.  The  university  maintains  card  files  depicting  ownership 
on  only  32  parcels  of  land  while  our  synthesis  of  records 
showed  that  65  parcels  of  land  were  owned  by  the  university. 

b.  The  University  System  Office  has  records  pertaining  to 
50  parcels  of  land,  but  no  record  of  the  remaining  15 
parcels . 

c.  The  Secretary  of  State's  Office  has  deeds  or  abstracts  on 
all  but  16  parcels  of  land. 

The  dollar  value  of  land  shown  in  the  university  general  ledger  is 
not  supported  by  subsidiary  records.   At  June  30,  1970,  the  general 
ledger  reflected  university  land  valued  at  $1,782,586  while  the 
subsidiary  records  showed  no  dollar  value.   The  subsidiary  records 
maintained  by  the  university  consist  of  descriptive  card  files 
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in  which  no  cost  or  dollar  valuation  is  shown.   Similarly,  the 
university  system  records  did  not  show  land  values. 

5.  The  legal  description  data  for  the  same  land  recorded  in  various 
files  differed  and  information  as  to  easements  and  right-of-way 
grants  was  not  shown. 

6.  95,400  acres  of  land  granted  to  the  university  by  the  Federal 
Government,  but  controlled  and  managed  under  state  law  by  the 
Department  of  State  Lands  and  Investments,  is  shown  on  both 
the  university's  and  land  board's  records.   This  land  should 
not  be  recorded  on  the  records  of  both  agencies,  but  should 
properly  be  on  the  Department  of  State  Lands  and  Investments' 
records  since  that  agency  is  charged  with  the  management  and 
control  of  the  property.   The  facts  could  amply  be  acknowledged 
in  the  university's  financial  statements  by  footnote  or  paren- 
thetical comment. 

7.  Investments  and  contracts  receivable  resulting  from  the  sale 
of  lands  granted  the  university  by  the  Federal  Government,  but 
managed  and  controlled  by  the  Department  of  State  Lands  and 
Investments  are  similarly  shown  on  both  agencies'  records. 
This  results  in  another  duplication  of  values  that  should  be 
corrected  in  the  same  manner  as  the  duplication  for  land. 

We  believe  that  in  order  to  properly  account  for  and  utilize  the  land 
which  it  owns,  the  university  should  have  records  reflecting  accurate 
descriptions,  grants  of  easements  and  right-of-way,  acquisition  costs, 
and  utilization  data  for  all  land  which  it  controls.   Once  completed,  these 
records  should  be  used  as  a  basis  for  recording  land  values  in  the  university 
accounting  records. 


-46- 


Land  which  belongs  to  others,  or  is  controlled  and  accounted  for  by 
others,  should  not  be  duplicated  in  the  university  records.   To  do  so 
results  in  an  inflation  of  land  values  on  the  state  records. 

RECOMMENDATION 

We  recommend  that  the  university : 

1.  Consult  with  the  University  System  and  Secretary  of 
State's  Office  to  reconstruct  and  maintain  a  complete 
and  accurate  detail  record  of  all   land  owned  and/or 
controlled  by  the  university. 

2.  Ascertain  whether  all  the   land  owned  and/or  used  by 
the  university  is  properly  recorded  and  filed  to  the 
extent  necessary  to  secure  and  perfect  its  ownership 
and/or  use  and  disclose  easements  or  similar  use 
permits. 

2.      Evaluate  the   land  values  reflected  in  the  accounting 
records  and  adjust  them,    if  necessary,    to  reflect  all 
land  owned  by  the  university. 

4.      Delete  from  its  accounts   land   (or  assets  derived  from 
such  land)  managed  and  controlled  by  the  Department 
of  State  Lands  and  Investments  and  limit  financial 
statement  recognition  of  these  assets  to  footnotes 
or  parenthetical  comments. 

Buildings 

Our  review  of  the  university  building  asset  accounts  was  limited  for 
primarily  one  reason  -  the  absence  of  supportive  documentation.   To  the 
extent  that  we  did  analyze  the  university's  building  accounts,  however,  we 
found  several  matters  worthy  of  consideration. 
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The  university  maintains  a  file  for  each  building  to  show  pertinent 
data  including  acquisition  and  improvement  costs.   These  files,  which 
constitute  the  subsidiary  records,  have  not  been  kept  up  to  date  and, 
as  a  result,  do  not  support  nor  agree  with  the  building  asset  values 
recorded  in  the  general  ledger.   At  June  30,  1970,  for  example,  the  uni- 
versity general  ledger  reflected  building  assets  of  $40.7  million  while 
the  subsidiary  records  showed  only  $35.5  million,  leaving  an  unreconciled 
difference  of  $5.2  million. 

We  were  informed  that  the  subsidiary  record  value  of  $35.5  was  the 
result  of  an  effort  undertaken  by  the  university  endowment  and  research 
foundation  in  1969.   According  to  university  officials,  the  foundation 
researched  old  files,  invoices,  purchase  orders,  etc.,  to  establish  build- 
ing costs.   The  purpose  of  this  effort  was  to  arrive  at  a  realistic  building 
asset  value  for  purposes  of  calculating  indirect  cost  rates  in  connection 
with  federal  research  grants.   According  to  the  officials,  indirect  cost 
rates  are  based  upon  demonstrable  indirect  charges,  one  of  which  is 
building  costs. 

The  results  of  the  foundation's  work  in  this  area,  if  considered 
adequate  by  the  responsible  university  personnel,  could  serve  as  a  base 
for  recording  future  building  additions  and  deletions  on  a  timely  basis. 
Recording  the  transactions  as  they  occur  substantially  increases  the 
assurance  that  the  accounting  records  will  show  accurate  and  complete 
information. 

RECOMMENDATION 

We  recommend  that  the  university : 

1.      Evaluate  the  adequacy  of  the  foundation's  analysis  of 

the  accounting  for  university  puildings. 

i 


-48- 


2.  Adjust  the  general   ledger  account  balances  to  agree  with 
the  subsidiary  if  the  foundation  's  analysis  is  considered 
adequate,   or  if  not  considered  adequate,    establish  a  value 
for  each  university  building  and  adjust  the  subsidiary  and 
general   ledgers  to  agree  with  the  established  values. 

3.  Record  future  building  additions  and  deletions  on  a 
current  basis  in  the  general  and  subsidiary  records. 

Capital  Equipment 

Since  1969,  the  university  has  been  engaged  in  an  effort  to  establish 
accountability  over  capital  equipment.   In  this  regard,  the  university 
issued  a  property  control  manual,  established  a  perpetual  inventory  system 
for  capital  equipment,  and  commenced  an  effort  to  inventory  and  tag  all 
capital  equipment  items.   At  the  time  of  our  audit,  capital  equipment  in 
33  of  the  100  university  departments  had  been  physically  examined,  counted 
and  tagged  with  an  identifying  number,  and  work  is  progressing  in  the  other 
departments. 

Our  examination  of  inventory  and  accounting  records  disclosed  that  the 
university's  effort  is  productive  and  worthwhile.   At  June  30,  1970,  the 
university  general  ledger  accounts  for  capital  equipment  reflected  an  asset 
balance  of  $11.3  million  while  the  subsidiary  records  show  a  balance  of 
$14.5  million.   The  difference  of  $3.2  million  has  not  been  reconciled  and, 
in  our  opinion,  typifies  the  need  for  an  accurate  physical  inventory.   The 
need  for  a  physical  inventory  is  also  illustrated  by  the  fact  that  the 
present  effort  in  33  departments  has  disclosed  470  instances  where  capital 
equipment  items  were  shown  in  the  inventory  records  but  not  on  hand,  or 
were  on  hand,  but  not  shown  in  the  university  inventory  records. 
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RECOMMENDATION 

We  recommend  that  the  university: 

1.  Expedite  its  present  effort  to  inventory  all  capital 
equipment  assets  and  adjust  the  accounting  records 
according ly . 

2.  Perform  physical  inventory  counts  of  all  capital 
equipment  items  on  a  regularly  scheduled  basis  in 
the  future. 

PURCHASING 

The  university  established  a  local  purchasing  section  within  the 
business  office  about  four  years  ago.   The  basic  functions  of  the  purchas- 
ing section  are  to  centralize,  coordinate,  and  process  all  purchases  of 
the  university  and  the  foundation  requiring  state  or  local  purchase 
orders.   The  experiment  station  and  extension  service  process  their  own 
purchase  orders  and  do  not  use  the  services  of  the  university  purchasing 
section. 

There  are  basically  three  types  of  purchases  at  the  university: 
(1)  state  purchase  orders  issued  by  the  state  purchasing  agent  on  the 
basis  of  requisitions  prepared  by  the  university  purchasing  section, 
experiment  station,  and  extension  service;  (2)  university  purchase  orders 
issued  by  the  purchasing  section  based  on  requisitions  received  from  the 
departments  (the  majority  of  university  purchase  orders  pertain  to  the 
foundation  mainly  because  all  foundation  purchases  are  processed  on  univer- 
sity purchase  orders),  and  (3)  local  purchases,  which  are  made  by  individual 
department  heads.   We  were  unable  to  determine  the  amount  of  local  purchases 
made  by  the  department  heads  because  composite  records  are  not  maintained. 
The  following  schedule  shows  the  volume  of  purchases  on  state  and  university 
purchase  orders: 
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State  Purchase  Orders: 

University  $2,536,010 
Experiment  station  462,925 
Extension  service  52,118 

Total  on  State  Purchase  Orders  3,051,053 

University  Purchase  Orders  453,472 

Local  (Departmental)  Purchases  Unknown 

Total  Known  $3,504,525 

Uniform  Purchasing  Procedures 

As  previously  mentioned,  the  university  does  not  perform  the  purchasing 
function  for  the  experiment  station  or  the  extension  service.   Although 
these  organizations  are  administratively  a  part  of  the  university,  they 
perform  their  own  purchasing  and  requisitioning.   We  believe  this  results 
in  unnecessary  duplication  of  effort  and  is  not  conducive  to  an  effective 
purchasing  process.   The  university  has  an  established  purchasing  operation 
working  effectively  in  most  respects.  We  believe  the  university  purchasing 
function  should  be  extended  to  encompass  the  experiment  station  and  exten- 
sion service.   This  would,  in  our  opinion,  provide  for  more  effective 
purchasing  control  throughout  the  university,  centralize  and  reduce  the 
administrative  effort  involved  in  purchasing,  and  provide  more  opportunity 
for  the  consolidation  of  requisitions,  purchase  orders,  and  claims. 

RECOMMENDATION 

We  recommend  that  the  university  expand  its  purchasing  function 
to  encompass  the  experiment  station  and  extension  service. 

Consolidation  of  University  Purchase  Orders 

The  university  has  not  adopted  buying  schedules  for  local  purchases. 
Buying  schedules  for  commonly  purchased  products  would  allow  the  purchasing 
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section  to  consolidate  the  requisitions,  possibly  reduce  product  cost  because 
of  the  increase  in  volume,  and  reduce  the  number  of  documents  processed 
internally. 

We  noted  one  situation  where  nine  separate  university  purchase  orders 
for  office  furniture  and  file  cabinets  were  processed  during  a  two-month 
period.   The  purchase  orders  totaled  $5,512.   The  purchasing  division  of 
the  State  Department  of  Administration  provides  for  scheduled  buying  of 
office  furniture  on  a  quarterly  basis.   Accordingly,  we  believe  the  uni- 
versity can  establish  similar  practices. 

We  also  noted  that  brand  names  were  specified  on  most  university 
requisitions.   In  our  report  on  "Evaluation  of  Selected  Aspects  of  the 
State  Purchasing  Function"  (June  1970) ,  we  recommended  that  the  state 
purchasing  division  adopt  uniform  specifications  for  commonly  purchased 
products  and  eliminate  the  use  of  brand  names  in  the  specifications.   We 
believe  the  same  recommendation  is  appropriate  here. 

RECOMMENDATION 

We  recommend  that  the  university  consider: 

1.  Establishing  buying  schedules  for  products  purchased 
on  university  purchase  orders. 

2.  Adopting  uniform  specifications  rather  than  brand 
name  specifications  until  statewide  standards  are 
implemented. 

Term  Contracts 

Term  contracts  are  agreements  under  which  vendors  agree  to  provide 
certain  classes  of  commodities  at  a  fixed  price  over  a  specified  period 
of  time.   They  can  either  be  established  on  the  basis  of  competitive 
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bidding  or  by  mere  award  to  a  vendor.   They  are  advantageous  in  that  they 
promote  greater  efficiency  and  economy  by  reducing  administrative  effort 
and  paperwork  and  because  they  also  generally  reduce  the  cost  of  commodities. 
Vendors  can  reduce  their  prices  because  they  are  assured  of  an  estimated 
level  of  sales.   Consumers  benefit  to  the  extent  that  bidding  for  individual 
purchases  is  eliminated  as  well  as  the  payment  of  individual  invoices. 

We  noted  many  instances  where  we  believe  open-end  type  term  contracts 
would  be  useful.   We  found,  for  example,  that  during  1969-70,  numerous  small 
purchases  totaling  about  $13,000  were  made  of  electrical  parts,  supplies  and 
materials.   We  also  noted  that  over  a  two-month  period  about  $1,750  in  hard- 
ware supplies  were  purchased  from  five  local  stores  and  about  $800  worth 
of  automotive  supplies  from  three  stores.   While  we  recognize  that  these 
amounts  in  themselves  are  not  significant,  they  indicate  numerous  repetitive 
purchases  are  being  made.   We  are  certain  that  if  all  purchases  were  ana- 
lyzed, including  those  made  directly  by  the  university  departments,  it  would 
be  even  more  evident  that  term  contracts  could  be  used.   At  the  present  time, 
however,  there  is  no  effective  means  of  readily  compiling  all  of  the  pur- 
chases being  made  and  evaluating  them  to  identify  these  instances  where  term 
contracts  should  be  used.   We  believe  the  university  should  devise  a  means 
of  assembling  this  information  and  where  appropriate,  enter  into  term 
contracts.   In  this  connection,  the  state  purchasing  agent  may  be  of  some 
assistance. 

RECOMMENDATION 

We  recommend  that  the  university: 

1.      Establish  a  systematic  means  of  assembling  data  on 

university  purchases  to  identify  those  instances  where 
repetitive  purchases  of  similar  class  items  are  being 
made. 

-53- 


2.      Seek  assistance  from  the  state  purchasing  division  in 
establishing  term  contracts  for  the  purchase  of  similar 
class  items. 

PERSONNEL  AND  PAYROLL 

The  university  established  and  staffed  a  personnel  office  in  1969. 
This  office  has  since  initiated  an  employee  classification  system  identify- 
ing and  describing  the  various  job  classifications  of  the  non-professional 
employees.   The  personnel  office  drafted  a  personnel  manual  outlining  the 
policies  and  procedures  relative  to  the  functions  and  responsibilities 
under  the  personnel  office's  jurisdiction.   The  manual  applies  to  non- 
professional personnel.   A  labor  relations  committee  was  also  established. 
This  committee  negotiates  all  union  contracts  and  handles  labor  problems 
and  disputes. 

The  payroll  office,  which  is  under  the  control  of  the  personnel  office, 
is  responsible  for  issuing  and  distributing  payroll  checks  to  all  university 
employees.   University  employees  are  paid  on  a  weekly  or  monthly  basis  by 
state  warrant  with  the  approval  of  the  State  Auditor's  Office. 

Basically,  there  are  four  types  of  employees  at  the  university.   Type  I 
includes  the  professional  staff,  who  are  hired  on  ten  or  twelve-month  con- 
tracts.  Those  hired  on  contract  include  professors,  instructors,  and 
administrative  personnel.   Also  treated  as  professional  staff  are  individuals 
hired  under  a  "Letter  of  Appointment,"  the  basic  difference  being  that  there 
is  no  contract  binding  the  university  and  the  employee.   Type  II  includes 
other  salaried  monthly  employees  such  as  secretaries  and  clerks  hired  by 
the  various  departments.   Type  III  are  graduate  students  hired  on  a  salaried 
basis,  and  Type  IV  includes  others  hired  on  an  hourly  or  part-time  basis. 

The  following  schedule  shows  the  approximate  number  of  employees 
employed  under  each  category  during  1969-70: 
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Part-Time 

10-Months 

12-Months 

Total 

32 

314 

117 

463 

4 

11 

103 

118 

1 

-0- 

131 

132 

2 

-0- 

151 

153 

39 

325 

502 

866(1) 

-0- 

45 

538 

583 

261 

-0- 

-0- 

261 

1,770 

-0- 

-0- 

1,770 

2,031 

-0- 

-0- 

2,031 

-0- 

68 

52 

120 

2,070 

438 

1,092 

3,600 

Category 

Type  I  (Professional) 
Teaching  Faculty 
Administrative 
Research 
Extension  &  Public  Service 

Subtotal 

Type  II  (Non-Professional) 

Type  III 

Graduate-Teaching  Assistants 
Non-Union  Hourly 

Subtotal 
Type  IV  -  Union  Hourly 

Total 

(1)  Includes  Letter  of  Appointments 
Central  Payroll  System 

The  state  central  payroll  system  was  established  by  Chapter  95,  Laws 
of  1969.   The  legislation  vested  the  state  auditor  with  the  authority  and 
responsibility  to  provide  for  the  orderly  inclusion  of  all  state  agencies 
into  the  system,  but  also  permitted  him  to  make  exceptions  for  such  periods 
as  he  deems  necessary.   The  university  is  one  of  these  exceptions,  although 
the  underlying  reasons  for  the  exclusion  of  the  university  are  not  documented. 

Discussion  with  representatives  of  the  university  and  the  State  Department 
of  Administration  disclosed  that  the  entire  University  System  was  temporarily 
excluded  because  of  the  varied  types  and  large  volume  of  employees  paid  by 
the  university  units.   They  expressed  the  belief  that  the  wide  variance  in 
type  of  employees  being  paid  would  be  difficult  to  manage  under  the  central 
payroll  system. 

We  do  not  believe  this  constitutes,  in  itself,  sufficient  reason  for 
exclusion  from  the  central  payroll  system.   Whether  an  employee  is  a  professor, 
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doctor,  craftsman,  or  custodian  makes  no  difference,  in  our  opinion,  as 
long  as  the  pay  is  static  or  predictable  and  is  based  upon  fixed  rates  or 
fixed  periods.   The  only  realistic  objection  to  the  inclusion  of  the 
university  in  the  central  payroll  system  is,  in  our  view,  the  volume  of 
employees  involved.   We  understand,  however,  that  the  data  processing 
equipment  currently  used  to  process  the  central  payroll  data  is  capable 
of  handling  the  university  payroll. 

Inclusion  of  the  university  in  the  central  payroll  system  would  relieve 
the  university  of  the  customary  tasks  associated  with  payroll  operations, 
such  as  monthly,  quarterly,  and  annual  earnings  reports,  and  would  contri- 
bute toward  better  control  and  disclosure  of  personnel  costs. 

The  central  payroll  system  was  started  with  some  of  the  relatively 
smaller  state  agencies  and  larger  agencies  have  gradually  been  added  so 
that  nearly  all  state  agencies  are  now  on  the  system.  One  of  the  major 
exceptions  is  the  University  System.  A  prime  reason  for  the  delay  in 
putting  the  university  units  on  the  central  payroll  system  has  been  the 
large  number  of  employees  of  the  larger  units. 

A  problem  anticipated  by  the  university  that  might  be  created  by  going 
on  central  payroll  is  loss  of  efficient  production  of  cost  accounting  in- 
formation being  generated  from  the  current  system.   The  central  payroll 
system  is  now  processing  the  payroll  of  several  large  state  agencies, 
with  decentralized  locations  and  detailed  cost  accounting  requirements 
such  as  the  Highway  Commission  and  Fish  and  Game  Commission.   We  believe 
the  central  payroll  system  has  the  capacity  to  adequately  handle  the 
payroll  of  the  university. 

RECOMMENDATION 

We  recommend  that  the  university  work  with  the  state  controller  and 

state  auditor  in  placing  the  ■payroll  for  all  university  employees 

on  the  central  payroll  system. 
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Emphasis  on  Implementing  Personnel  System 

As  indicated  above,  the  university  established  a  personnel  office, 
which  has  progressed  in  developing  a  personnel  system.   We  believe  that 
there  are  other  functions  which  should  be  performed  by  the  personnel  office 
to  insure  consistent  application  of  personnel  policies  and  to  realize  the 
benefits  of  central  administration. 

In  addition  to  establishing  a  classification  system,  the  personnel 
office  could: 

1.  Prepare  position  descriptions. 

2.  Adopt  standard  wage  scales. 

3.  Establish  position  qualifications. 

4.  Develop  promotional  standards. 

The  personnel  office  has  not  become  directly  involved  with  the  hiring 
of  non-professional  employees.   This  function  has  been  performed  at  the 
department  level.   We  believe  that  the  personnel  office  can  serve  as  a 
central  hiring  function  which  would  include  the  interviewing,  screening, 
and  testing  of  job  applicants  and  providing  a  list  of  qualified  applicants 
from  which  the  departments  could  fill  vacancies  or  hire  for  new  positions. 

We  did  not  elaborate  on  these  or  other  functions  normally  performed 
by  a  personnel  office  because  the  university  has  included  in  its  manual 
a  detailed  plan  to  establish  a  personnel  system.   We  believe  that  the  proper 
implementation  of  this  plan  should  increase  the  effectiveness  and  efficiency 
of  the  personnel  and  payroll  operations. 

RECOMMENDATION 

We  recommend  that  the  university  expedite  the  establishment  of 

a  personnel  system  by  implementing  the  policies  and  procedures 

outlined  in  the  Personnel  Manual. 
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Centralization  of  Personnel  Files  and  Payroll  Records 

Complete  personnel  files  and  payroll  records  were  not  being  maintained 
in  a  central  location.   Partial  employee  files  were  maintained  in  other 
offices  as  well  as  in  the  personnel  and  payroll  office.   For  example,  the 
president's  office  maintained  contract  and  leave  files  for  the  professional 
employees.   Other  departments  maintained  vacation  and  sick  leave  records 
for  hourly  and  part-time  employees.   The  personnel  and  payroll  office  main- 
tained vacation  and  sick  leave  records  on  Type  II  employees.   However,  basic 
personnel  information  on  past  employment  history  and  experience,  marital 
status,  who  to  notify  in  case  of  injury,  etc.,  was  not  maintained  in  the 
personnel  and  payroll  office.    Basic  payroll  records  and  documentation  on 
employee  promotions  and  salary  increases  were  not  centralized. 

We  believe  that  to  effectively  and  efficiently  manage  and  operate  a 
personnel  and  payroll  system  these  basic  types  of  information  must  be  readily 
available.   This  need  is  apparent  and  recognized  in  that  the  Personnel  Manual 
sets  out  as  one  of  the  duties  of  the  personnel  and  payroll  office  the  main- 
tenance of  complete  personnel  files  and  records  of  pertinent  information 
on  employees . 

RECOMMENDATION 

We  recommend  that  the  university  consider  establishing  centralized 

personnel  and  payroll  files  within  the  personnel  and  payroll 

office . 

Vacation  Allowances  to  Employees 

Section  59-1001,  R.C.M.  1947,  provides  for  vacation  allowances  to 
state  employees.   The  rate  that  employees  are  permitted  to  accumulate 
vacation  days  is  set  forth  in  the  statute  as  follows: 
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Per  Month 

Per  Year 

1-1/4 

15 

1-1/2 

18 

1-3/4 

21 

2 

24 

Vacation  Days  Accumulated 
Years  Service 

1-10 

10  -  15 

15  -  20 

20  + 

Many  contract  employees  at  the  university  are  receiving  vacation  allowances 
at  rates  in  excess  of  those  provided  by  the  above  referenced  statute. 

Personnel  who  are  not  covered  by  contract  are  limited  to  the  vacation 
allowances  prescribed  by  the  above  referenced  statute.   However,  the  univer- 
sity has  several  administrative  personnel  on  contracts.   These  employees 
include  the  university's  president,  dean  of  students,  business  manager, 
administrative  assistant,  physical  plant  director,  and  student  union  director, 
among  others.   These  employees  are  given  a  vacation  allowance  of  one  month 
annually  instead  of  the  lesser  amount  provided  by  statute.   We  can  see  no 
justifiable  basis  for  the  determining  factor  for  establishing  vacation 
allowances  to  be  whether  or  not  an  employee  is  "on  contract"  as  opposed  to 
the  nature  of  his  employment. 

Based  upon  Section  59-1007,  R.C.M.  1947,  the  only  University  System 
employees  that  might  be  excluded  from  the  general  statutory  provision  for 
state  employee  vacation  allowances  are  those  considered  to  be  "school  teachers." 
The  university's  administrative  personnel,  in  our  opinion,  cannot  be  construed 
to  be  teachers  even  though  some  of  these  personnel  may  teach  a  class  as  a 
secondary  function. 

In  order  to  further  clarify  this  matter,  we  requested  an  opinion  from 
the  attorney  general.   In  his  opinion  expressed  in  a  letter  dated  November  16, 
1970,  the  attorney  general  concluded  that  "...  administrative  personnel 
(at  the  university  units)  are  governed  by  the  provisions  of  Section  59-1001." 
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Accordingly,  we  believe  that  if  the  university  believes  its  administrative 
personnel  should  have  vacation  allowances  in  excess  of  the  amount  provided 
for  in  Section  59-1001,  legislative  approval  should  be  requested  to  specify 
the  administrative  positions  eligible  and  allowances  to  which  they  will  be 
entitled. 

RECOMMENDATION 

We  recommend  that  the  university   limit  vacation  allowances  to 

administrative  employees  to  the  rates  provided  for  in  the 

state  statutes. 

Long-Term  Disability  Insurance 

Section  11-1024,  R.C.M.  1947,  authorizes  state  agencies  to  enter  into 
group  insurance  plans  for  the  benefit  of  their  employees  and  to  contribute 
a  maximum  of  $7.50  per  month  for  each  employee. 

Pursuant  to  this  law,  the  university  contributes  $7.50  per  employee 
each  month  to  a  group  health  insurance  plan  for  university  employees.   In 
addition  to  this,  however,  the  university  is  also  contributing  the  entire 
premium  for  a  group  long-term  disability  insurance  plan  for  all  employees. 
This  plan  is  based  upon  an  agreement  entered  into  with  an  insurance  carrier 
and  has  been  in  force  since  January  1970.   The  plan  is  basically  a  salary 
continuation  plan  in  the  event  university  employees  become  disabled  and 
unable  to  work.   The  plan  is  not  a  substitute  for  workmen's  compensation 
or  similar  legislation,  and  the  benefits  under  the  plan  are  reduced  by 
the  amounts  recovered  from  workmen's  compensation  or  similar  sources. 

During  the  period  of  January  through  August  1970,  the  university  paid 
over  $21,000  in  premiums  on  the  plan. 

We  were  of  the  opinion  that  the  university's  contribution  to  the  long- 
term  disability  insurance  plan  is  not  permitted  by  Montana  statutes  and 
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requested  an  opinion  on  the  matter  from  the  attorney  general.   On  October  21, 
1970,  the  attorney  general  advised  us  in  a  letter  opinion  that  a  group  salary 
continuation  plan  such  as  the  university  has  is  not  provided  for  in  Section 
11-1024,  R.C.M.  1947,  and  that  wuch  a  plan  could  not  be  entered  into  outside 
of  the  authority  granted  by  Section  11-1024.   As  a  result,  the  university's 
payment  of  premiums  for  employee  group  long-term  disability  insurance  is 
not  authorized  by  state  law. 

We  believe  that  if  the  university  believes  it  is  in  their  best  interest 
to  provide  this  insurance  to  their  employees,  legislative  approval  should 
be  sought  to  permit  the  coverage. 

RECOMMENDATION 

We  recommend  that  the  university   limit  contributions  to  employee 
insurance  ■plans  to  those  plans  authorized  by  statute. 

Contributions  for  Group  Health  Insurance 

As  described  above,  Section  11-1024,  R.C.M.  1947,  prohibits  state 
contributions  in  excess  of  $7.50  per  employee  each  month  for  employee 
insurance  plans.   In  applying  this  statute  to  group  health  insurance  for 
university  employees,  the  university  has  conceived  an  interpretation  of 
the  statute  which  we  believe  is  incorrect. 

The  university  has  construed  the  statutory  limitation  of  $7.50  to  be 
permissive  to  the  extent  that  the  actual  limitation  is  $90  a  year  ($7.50  x 
12  months)  for  each  employee.   Under  this  concept,  the  university  has 
adopted  a  policy  of  paying  $10  per  month,  or  $90  per  year,  for  those 
employees  covered  by  the  group  plan  who  are  on  academic  year  contracts. 
The  excess  $2.50  monthly  payment  totaled  approximately  $6,570  for  the 
1969-70  fiscal  year. 
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In  addition  to  the  amount  contributed  by  the  state  on  behalf  of  the 
employees,  the  university  collects  contributions  from  each  employee.   The 
university  deposits  both  the  state  and  employee  contributions  in  a  clearance 
account  and  makes  monthly  premium  payments  to  the  insurance  company  at  the 
regular  twelve-month  rate.   The  insurance  company  is  receiving  a  state 
contribution  of  only  $7.50  per  month  per  employee,  but  the  university  is 
still  contributing  $10  per  month  for  the  academic  contract  employees.   The 
resulting  $2.50  a  month  "reserve"  built  up  in  the  clearance  account  is  used 
to  cover  the  employees  during  July  through  September.   Most  of  these  academic 
contract  employees  have  no  contractual  relationship  with  the  university 
during  the  summer  months  unless  they  are  employed  for  summer  session  classes, 
and  accordingly  are  to  receive  the  benefits  of  the  state  contribution 
during  these  months. 

We  requested  an  opinion  from  the  attorney  general  as  to  whether  the 
university  system  can  contribute  $10.00  per  month  per  employee  over  a  nine- 
month  period  in  lieu  of  the  $7.50  monthly  limit  on  contributions.   On 
October  21,  1970,  the  attorney  general  responded  that,  in  his  opinion, 
only  $7.50  per  month  can  be  contributed  and  that  any  payment  in  excess  of 
this  amount  per  month  is  without  authority. 

Based  upon  this  opinion  and  similar  to  the  situation  in  the  preceding 
section,  we  believe  that  if  the  university  believes  it  is  in  their  best 
interest  to  provide  insurance  coverage  for  academic  employees  during  the 
summer  months,  legislative  approval  should  be  sought  to  permit  such  coverage. 

RECOMMENDATION 

We  recommend  that  the  university   limit  the  university  's  contri- 
butions to  employees  group  insurance  plans   to  the  maximum 
allowed  by   law,   which  is  currently  $7.50  per  month  for  each 
employee. 
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Performance  Records  for  Academic  Personnel 

A  significant  part  of  the  financial  resources  of  the  state  of  Montana 
is  devoted  to  maintenance  of  university  system  programs.   There  is  naturally 
considerable  interest  by  the  taxpaying  public  in  the  university  programs, 
what  they  produce,  and  their  cost.   The  cost  is  becoming  an  increasing 
concern  because  the  rate  of  increase  in  the  cost  is  constantly  on  the  rise. 
This  cost  must  be  borne  primarily  by  the  general  public  because  education 
is  financed  primarily  by  general  tax  dollars. 

By  the  nature  of  our  system  of  government,  the  Legislative  Assembly 
must  biennially  establish  the  level  of  support  to  be  granted  the  Montana 
University  System.   Accordingly,  the  Legislative  Assembly  is  ultimately 
held  accountable  for  the  use  of  the  moneys  it  appropriates. 

The  legislature's  task  of  determining  the  best  allocation  of  available 
resources  between  the  various  services  required  of  the  state  government  is 
a  formidable  one.   The  legislative  members  must  determine  the  needs  of  the 
state,  set  priorities  as  to  the  services  provided  by  each  state  agency, 
and  evaluate  the  anticipated  benefits  to  be  received  in  terms  of  dollars. 

It  is  well  recognized  that  the  University  System  is  involved  in  pro- 
viding a  service  where  the  primary  end  product,  education,  is  not  tangible 
or  easily  quantifiable.   The  measurement  of  academic  effort  is  similarly 
a  difficult  undertaking.   We  believe,  however,  that  the  effort  must  be  made 
to  demonstrate  where  the  University  System  is  placing  its  emphasis  and 
determine  the  results  achieved. 

The  Board  of  Regents  has  expressed  the  need  for  more  information  in 
order  to  adequately  establish  the  general  policies  within  which  the  University 
System  is  to  function.   The  board  has  recently  assigned  its  executive 
secretary  the  duty  of  establishing  a  management  information  system  that 
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will  provide  the  means  for  comparison  of  the  University  System's  costs 
by  university  unit,  by  school,  by  department  level,  and  class  unit.   The 
board  has  further  stressed  the  development  of  accurate  unit  costs  in 
order  to  establish  the  basis  for  evaluating  trends  and  making  intra-unit 
and  system-wide  comparison. 

The  primary  benefits  derived  from  the  University  System  are  the  result 
of  the  professional  services  provided  by  the  units'  faculty  members.   Cor- 
respondingly, the  highest  cost  of  operating  the  units  is  the  compensation 
paid  to  the  academic  personnel.   Accordingly,  any  meaningful  evaluation  of 
the  use  of  the  resources  provided  the  University  System  must  be  based  upon 
accurate  information  as  to  the  efforts  and  accomplishments  of  the  units' 
academic  personnel. 

The  methods  historically  utilized  in  the  Montana  University  System  as 
well  as  many  other  states  for  evaluating  academic  performance  has  been 
accomplished  through  the  observations  and  personal  contact  of  department 
heads  and  other  academic  administrators.   The  performance  evaluations 
are  rarely  documented  or  compiled  in  a  formal  manner  for  management  use 
in  budgeting  or  otherwise  planning  for  new  faculty  positions,  assignment 
of  instructional  loads,  relating  to  instructional  and  activities  of  other 
faculty  members,  setting  salary  levels,  and  allocation  of  personnel  costs 
to  instruction,  research,  administrative,  and  other  academic  ventures. 

The  need  for  systematic  information  of  this  type  has  been  recognized 
by  various  individuals  within  the  Montana  University  System.   At  the  Uni- 
versity of  Montana,  for  example,  a  management  information  system  of  sorts 
is  being  built  around  a  "Faculty  Service  Report."   It  is  contemplated  that 
this  reporting  system  will  provide  accurate  data  on  various  faculty 
activities,  such  as  student  advisement,  thesis  and  dissertation  direction, 
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independent  study  guidance,  committee  membership,  and  other  activities 
important  to  the  operation  of  the  university. 

At  Montana  State  University,  an  individual  faculty  "load  report"  system 
was  instituted  three  years  ago.   These  reports  provide  such  information 
as.  lecture  and  laboratory  classes  taught,  independent  study  supervised, 
students  advised,  administrative  assignments,  research  conducted,  public 
service,  graduate  thesis  or  dissertation  directed,  and  other  assignments 
unique  to  certain  faculty.   Various  individuals  at  the  universities  believe 
such  data  is  necessary  to  effectively  manage  the  teaching  resources  and 
provide  a  documented  basis  for  informed  decisions  relative  to  new  faculty 
positions.   In  summary,  there  appears  to  be  no  question  that  information 
of  this  type  would  be  useful  at  the  university  level. 

The  federal  government  is  increasingly  demanding  an  accurate  cost 
accounting  for  federally  financed  programs  at  the  university  units. 
Estimates  based  on  undocumented  information  are  becoming  less  acceptable 
as  a  basis  for  charging  costs  to  federal  programs.   This  is  true  for  all 
federally  financed  state  programs,  not  just  at  the  university  level. 

The  need  for  some  type  of  "faculty  service  reports"  is  being  increas- 
ingly recognized  throughout  the  higher  education  system  of  the  United 
States.   Various  institutions  are  experimenting  with  different  methods 
to  determine  faculty  effort  and  accomplishments.   These  methods  range 
from  estimates  of  assigned  time  that  are  prepared  by  academic  personnel 
each  school  term  to  the  maintenance  of  detail  daily  records. 

The  Western  Interstate  Comission  for  Higher  Educatio..   s  currentlv 
conducting  a  project  called  "Faculty  Activities  Analysis  Project"  which 
has  the  purpose  of  establishing  a  model  basis  for  allocating  professo/ 
salaries,  with  the  expressed  hope  that  an  independent  agency  of  this  tyoe 
can  develop  a  workable  system  to  aid  in  the  evaluation  of  faculty  effort . 
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In  summary,  the  need  for  information  as  to  the  time,  effort,  perform- 
ance, and  cost  of  the  faculty  members  of  the  Montana  University  System  is 
constantly  becoming  more  apparent.   The  public  needs  the  information  to 
know  what  their  higher  education  tax  dollars  are  producing.   The  Legislative 
Assembly  needs  the  information  in  order  to  have  a  sound  basis  for  allocating 
state  resources.   The  Board  of  Regents  can  use  the  information  in  estab- 
lishing sound  policies  for  guidance  of  the  University  System.   The  informa- 
tion could  be  invaluable  to  the  individual  university  units'  management 
in  administering  their  unit's  programs.   The  trend  is  toward  developing 
formal  systems  of  documenting  and  reporting  the  effort  and  performance 
of  university  faculty  members  and  relating  the  information  to  cost.   We 
believe  the  Montana  University  System  would  find  the  benefits  to  be  derived 
would  justify  the  implementation  of  a  formal  time  reporting  system  for  its 
academic  personnel. 

RECOMMENDATION 

We  recommend  that  Montana  State  University  and  the  other  units  of 
the  Montana  University  System  evaluate  the  factors  involved  in 
implementing  a  formal  system  of  documenting  on  a  continuing 
basis  the  time  expended  by  its  faculty  personnel  by  the  nature 
of  their  activities  and  implement  such  a  system. 

"Contract  of  Employment"  Forms 

Board  of  Regents'  policy  provides  that  the  university  unit  presidents 
are  authorized  to  make  tentative  staff  appointments  subject  to  approval  by 
the  board.   The  Montana  University  System's  employment  procedures  provide 
for  written  approval  of  appointments  of  academic  personnel  by  the  unit 
president  and  certification  by  the  secretary  of  the  Board  of  Regents.   A 
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form  entitled  "Contract  of  Employment"  is  used  by  the  units  as  their  official 
agreements  with  academic  personnel.   We  noted  that  several  of  these  forms 
were  on  hand  at  the  university  signed  in  blank  by  the  secretary  of  the 
Board  of  Regents.   This  weakens  control  and  increases  the  possibility  that 
terms  of  academic  appointments  will  not  be  as  intended  by  the  responsible 
officials.   In  our  opinion,  these  forms  should  be  signed  by  the  board's 
secretary  only  after  the  terms  of  employment  have  been  inserted  on  the 
forms,  the  university  president  has  signed  the  contracts,  and  the  board  has 
approved  the  appointments. 

RECOMMENDATION 

We  recommend  that  the  University  System  revise  its  procedure  for 
processing  academic  employment  contracts  to  provide  for  the 
signature  of  the  Board  of  Regents  '  secretary  only  after  insertion 
of  the  terms  of  employment  on  the  contract  form  and  approval  of 
the  appointments  by  the  university  president  and  the  board. 

President's  Contract 

In  reviewing  the  Board  of  Regents'  Board  Policy  Handbook,  we  noted 

that  the  board  minutes  of  August  20,  1951,  p.  213,  V.  18,  stated: 

"That  for  necessity  and  convenience  of  several  state 
institutions  of  higher  education,  the  President's 
residence  at  each  unit  of  the  .  .  .  Montana  University 
System  shall  be  maintained  at  the  expense  of  the  unit 
on  or  near  the  campus.   Where  the  residence  is  provided 
by  the  State,  the  building  shall  be  so  made  available 
to  the  president  free  of  rent,  and  all  heat  and  utilities 
shall  be  provided  by  the  institution.   Where  the  residence 
is  not  provided  by  the  State,  the  institution  shall  pay 
the  president,  as  necessary  expenses  each  month,  $60  in 
lieu  of  rent  as  at  present,  and  $27  in  lieu  of  fuel  and 
utilities ." 

In  referring  to  the  rental  and  fuel  and  utility  rates  to  be  received 

by  the  president,  the  board  minutes  of  July  8,  1963  stated  that  "the  amount 
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of  money  involved  is  now  dependent  upon  contract,"  with  no  new  approved 
rates  given  by  the  board.   In  1958  the  in  lieu  rental  allowance  was  in- 
creased to  $125  per  month,  and  in  1966  to  $200  per  month.   The  1966  allow- 
ance was  paid  only  temporarily  until  the  president's  residence  at  Montana 
State  University  was  available  for  occupancy.   We  were  informed  by  the 
University  System  executive  secretary  that  each  employment  contract  for 
the  presidents  of  the  various  units  specifies  perquisites  in  addition  to 
the  basic  salary,  and  that  inasmuch  as  each  president  now  has  a  residence 
furnished  by  the  college  or  university,  no  president  is  receiving  the 
monthly  allowance  in  lieu  of  rent. 

The  president's  employment  contract  at  Montana  State  University  provides 
for  a  salary  and  a  residence.   No  mention  is  made  in  the  contract  of  addi- 
tional benefits  being  received  such  as  home  furnishings,  yard  maintenance, 
paid  utilities,  etc. 

We  believe  that  the  president's  contract  should  specify  the  salary 
and  benefits  to  be  received,  in  accordance  with  the  policy  of  the  Board  of 
Regents. 

RECOMMENDATION 

We  recommend  that  future  contracts  with  the  president  specify 

the  total  salary  and  perquisites   to  be  provided  by  the 

university. 

TRAVEL 

Travel  costs  for  the  university  totaled  about  $500,000  during  1969-70. 
Of  this  amount,  $245,000  was  for  out-of-state  travel  and  $255,000  was  for 
in-state  travel. 
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Prior  to  commencing  travel,  university  employees  are  required  to 
complete  a  request  for  travel  form,  which  is  approved  by  the  department 
head,  college  dean  and  president's  office.   After  completion  of  the  travel, 
the  travelers  prepare  travel  claims  which  are  subsequently  approved  by  the 
department  heads  and  forwarded  to  the  business  office  for  payment.   The 
business  office  reviews  the  travel  claim  for  correct  coding  and  accounting 
charges,  verifies  the  mathematical  accuracy,  and  assigns  the  proper  object 
code. 

Our  review  of  the  travel  processes  and  payments  disclosed  a  number  of 
aspects  which  we  believe  should  be  modified  or  changed.   in  our  opinion, 
the  university  could  benefit  from  a  central  authority  and  point  of  control 
over  all  facets  of  travel.   This  and  several  other  matters  are  discussed 
in  the  following  paragraphs. 
Central  Travel  Section 

At  the  present  time  the  university  does  not  have  a  central  point  of 
control  over  travel  other  than  the  total  amount  budgeted  for  travel.   Travel 
costs  are  controlled  in  total  by  the  internal  budget  process  administered 
through  the  president's  office.   Travel  arrangements,  travel  requests,  modes 
of  transportation,  travel  claims,  etc.,  are  all  accomplished  individually 
by  the  individual  travelers  or  their  respective  departments. 

Our  review  of  travel  disclosed  a  number  of  questionable  travel  practices 
which  we  believe  would  be  corrected  by  the  creation  of  a  central  travel 
section.   We  found,  for  example,  that  travel  claims  often  did  not  include 
sufficient  information  to  support  the  cost  of  travel  such  as  times  of  de- 
parture and  arrival  and  the  basis  for  computing  constructive  travel  when 
personal  travel  was  involved.   We  also  found  cases  where  university  employees 
attended  the  same  meeting  but  were  reimbursed  different  amounts  because  of 
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different  departure  and  arrival  times;  where  employees  attended  the  same 
meeting  but  claimed  different  registration  fees  without  explanation;  and 
where  employees  attended  the  same  meeting  but  were  all  reimbursed  for 
different  mileage  amounts.   In  this  latter  case,  for  example,  four  employees 
attended  the  same  meeting  but  traveled  separately  in  their  own  automobiles. 
All  four  claimed  mileage  which  was  less  than  the  actual  mileage,  but  which 
was  different  in  each  case.   One  employee  claimed  mileage  of  1,400  miles 
while  the  remaining  employees  claimed  mileage  varying  from  1,320  miles  to 
1,110  miles.   In  addition,  all  of  the  employees  left  on  the  same  day,  yet 
two  employees  returned  one  day  later  than  the  other  two.   In  all  these 
instances,  there  was  no  explanation  on  the  travel  documents  as  to  why  the 
variances  existed. 

We  also  found  that  employees  were  permitted  to  travel  in  their  private 
automobiles  without  documented  consideration  of  the  fact  that  university 
motor  pool  cars  were  available  and  that  numerous  employees  attended  the 
same  meetings  without  documentation  as  to  the  necessity  for  so  many  em- 
ployees attending  the  same  meetings.   While  some  of  these  matters  are 
discussed  more  completely  in  following  paragraphs,  we  have  cited  them  at 
this  point  because  we  believe  they  illustrate  the  need  for  a  central  point 
of  control  over  travel. 

We  believe  the  university  should  establish  a  central  travel  function 
within  the  business  office.   This  office  should  be  charged  with  establishing 
an  enforcing  travel  rules,  regulations,  and  procedures;  making  travel 
arrangements;  reviewing  travel  claims  for  accuracy,  completeness,  and 
propriety;  coordinating  travel  assignments,  and  making  maximum  utilization 
of  the  university  motor  pool. 
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RECOMMENDATION 

We  recommend  that  the  university  establish  a  central  travel 
section  within  the  business  office. 

Athletic  Travel  Advances 

The  university  business  office  makes  cash  advances  to  the  athletic 
department  from  "local"  moneys  for  various  individual  trips  such  as 
scouting  and  recruiting,  as  well  as  team  trips  for  athletic  events.   These 
advances,  which  are  basically  travel  advances,  are  recorded  on  the  univer- 
sity accounting  records  as  expenditures  at  the  time  the  advances  are  made 
even  though  the  expenditures  are  not  incurred  until  the  travel  commences . 
In  the  event  the  travel  expenditures  do  not  exceed  the  travel  advance, 
the  policy  is  for  the  excess  to  be  returned  to  the  business  office.   No 
documentation  or  travel  claims  reflecting  the  nature  of  expenses  incurred 
are  filed  with  the  business  office,  however,  data  of  this  nature  is  retained 
at  the  athletic  department. 

We  believe  that  travel  advances  should  be  made  only  out  of  the  contin- 
gent revolving  account  and  that  travel  claims  and  other  documentation 
supporting  the  travel  expenditures  should  be  filed  with  the  business  office. 

RECOMMENDATION 

We  recommend  that  the  university: 

1.  Make  advances  to  the  athletic  department  for  travel 
out  of  the  contingent  revolving  account. 

2.  Require  travel  claims  and  other  documentation  in 
support  of  athletic  department  travel  expenses  to 
be  filed  with  the  business  office. 


-71- 


Other  Travel  Advances 

As  mentioned  in  the  preceding  paragraphs,  advances  are  made  to  the 
athletic  department  for  travel  purposes  from  university  "local"  moneys. 
Advances  are  also  made  to  other  university  employees  for  travel.   In  this 
case,  however,  the  money  is  advanced  out  of  an  account  maintained  by  the 
university  endowment  and  research  foundation.   Upon  completion  of  travel, 
the  employees  file  travel  claims  with  the  university  business  office  and 
are  reimbursed  out  of  university  funds.   Because  of  this  procedure,  the 
travel  claims  are  not  used  to  reduce  the  outstanding  travel  advances  made 
from  the  foundation  funds  and  the  foundation  is  required  to  collect  out- 
standing advances. 

The  university  has  a  contingent  revolving  account,  which  is  controlled 
by  the  business  office  and  can  be  used  for  the  purpose  of  providing  travel 
advances.  We  believe  that  it  would  be  more  efficient  if  the  business 
office  granted  and  controlled  travel  advances.   Travel  advances  should 
be  reduced  by  subsequent  travel  claims,  eliminating  much  of  the  collection 
problem  and  extra  paper  work. 

RECOMMENDATION 

We  recommend  that  the  business  office  pay  and  control  all  travel 

advances  through  the  university  's  contingent  revolving  advance 

account. 

Utilization  of  State  Owned  Vehicles 

Section  53-504,  R.C.M.  1947,  provides  that  state  officers  and  employees 
are  authorized  to  use  their  own  vehicles  when  deemed  necessary.    The 
governor's  regulations  authorize  the  presidents  of  the  universities  to 
make  this  determination. 
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The  university  has  not  adopted  written  policies  requiring  the  employees 
to  use  motor  pool  vehicles  when  available  in  lieu  of  privately  owned  cars. 
The  University  of  Montana  at  Missoula  has  adopted  a  policy  which  states 
that  no  person  shall  be  compensated  for  the  use  of  a  private  vehicle  for 
state  business  unless  he  requested  and  has  been  denied  a  state  vehicle. 

We  found  numerous  occasions  where  university  employees  used  their 
own  vehicles  when  traveling  within  the  state  even  though  the  university 
operates  a  motor  pool  consisting  of  33  passenger  vehicles.   We  also  noted 
cases  where  a  number  of  employees  drove  their  own  vehicles  to  the  same 
location  for  the  same  purpose  or  meeting  and  all  received  payment  for 
mileage.   For  example,  we  identified  at  least  11  different  employees  who 
drove  their  own  vehicles  to  Glacier  Park  to  attend  a  department  heads' 
retreat.   All  the  employees  were  paid  mileage  and  none  indicated  on  their 
travel  claims  why  the  use  of  their  own  vehicle  was  necessary  or  why  some 
of  the  employees  could  not  ride  together. 

We  believe  that  the  university  should  have  a  general  policy  of  requir- 
ing employees  to  use  state  owned  vehicles  when  they  are  available  and 
requiring  exclusions  from  this  policy  to  be  documented  in  writing.   This 
would,  in  our  opinion,  result  in  maximum  utilization  of  the  university 
motor  pool. 

RECOMMENDATION 

We  recommend  that  the  university  formulate  and  implement  a 
written  policy  requiring  the  use  of  state  owned,  automobiles 
whenever  possible  for  travel  on  university  business  and  pro- 
viding that  exclusions  from  this  policy  be  documented  in 
writing. 
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Expenses  of  Prospective  Staff  Members 

Throughout  the  year  the  university  departments  invite  prospective 
staff  members  to  visit  the  campus  for  an  interview.   The  travel  expenses 
for  the  visiting  staff  members  are  paid  by  a  departmental  invoice  which 
is  processed  as  a  claim.   The  amounts  paid  to  these  visiting  staff  members 
for  living  expenses  vary  with  each  department.   Some  claims  indicate  that 
the  department  paid  actual  expenses;  others  indicate  that  the  out-of-state 
per  diem  rate  was  paid.   The  amount  paid  to  prospective  staff  members  is 
determined  solely  by  the  department  head,  and  we  were  advised  that  some- 
times the  per  diem  rate  is  negotiated  in  advance. 

We  do  not  question  the  practice  of  paying  the  travel  costs  of  pros- 
pective staff  members.   However,  we  believe  that  a  written  policy  should 
be  established  setting  forth  the  amounts  and  conditions  under  which  inter- 
view costs  will  be  paid. 

RECOMMENDATION 

We  recommend  that  the  university  establish  a  written  ■policy  as 
to  the  amounts  and  conditions  under  which  expenses  of  pros- 
pective staff  members  will  be  paid  by  the  university. 

Numerous  Employees  Traveling  to  the  Same  Meeting 

We  noted  on  several  occasions  the  departments  authorized  a  number  of 
their  staff  members  to  attend  the  same  educational  society  or  association 
meetings  or  conventions.   For  example,  one  department  sent  13  of  its  per- 
sonnel to  the  same  meeting  in  Tucson,  Arizona  and  only  3  indicated  on 
their  travel  claim  that  the  specific  purpose  was  to  present  a  paper. 
Except  as  indicated  above,  there  was  no  written  justification  provided 
to  indicate  why  it  was  necessary  or  advantageous  for  the  state  to  send 
all  of  these  employees  to  the  same  meeting. 
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While  we  recognize  that  the  decision  to  send  several  employees  to 
various  meetings  is  often  a  question  of  administrative  discretion,  we 
believe  some  consideration  should  be  given  to  sending  fewer  employees  to 
act  as  university  representatives.   This  is  especially  true  of  those 
meetings  which  are  in  the  nature  of  conventions  or  similar  meetings. 

In  those  other  instances,  such  as  seminars  and  professional  meetings, 
we  believe  that  the  university  should  determine  whether  one  or  two  em- 
ployees can  represent  the  university,  obtain  the  benefits  of  the  meeting, 
and  return  to  convey  to  other  employees  what  took  place.   We  believe  that 
the  benefits  accruing  to  the  university  should  be  in  the  form  of  a  written 
justification. 

We  also  noted  that  in  some  instances  the  university  was  paying  travel 
and  meeting  expenses  incurred  in  July  and  August  for  employees  who  were 
under  academic  contracts  running  from  September  through  June.   In  these 
cases,  where  travel  is  performed  during  the  non-contract  periods  of 
July  and  August,  the  state  is,  in  effect,  paying  the  travel  expenses  for 
a  non-state  employee;  i.e.,  these  employees  are  not  under  contract  and 
therefore  are  not  technically  state  employees.   We  believe  the  payment 
of  travel  and  meeting  expenses  under  these  circumstances  may  be  question- 
able in  terms  of  law.   In  this  regard,  we  believe  the  university  should 
seek  clarification  from  the  attorney  general. 

RECOMMENDATION 

We  recommend  that  the  university : 

1 .      Provide  for  written  justification  in  those  instances  where 
more  than  two  employees  are  sent  to  the  same  meeting, 
convention,    etc. 
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2.      Seek  an  opinion  from  the  attorney  general  as  to  whether 
it  is  allowable  under  law  to  pay  the  travel  and  meeting 
expenses  for  individuals  who  are  not  technically  employees 
of  the  state. 

CONCLUSION 

Many  of  the  recommendations  contained  in  this  report  relate  to  policies 
and  procedures  that  have  been  in  existence  at  the  university  for  many  years, 
and  in  many  instances,  at  the  other  Montana  university  units  as  well.   To  a 
large  degree,  the  university  units  and  other  state  agencies  have  been  with- 
out state  control  agency  guidance  for  years  in  the  area  of  financial  admini- 
stration in  relation  to  state  laws  and  administrative  policies.   Each  agency 
has  been  required  to  make  many  decisions  where  standardized  statewide  policies 
and  procedures  were  needed.   This  lack  of  established  policies  and  procedures 
has  become  especially  important  in  recent  years  with  the  increase  in  govern- 
ment provided  services  and  increased  cost,  particularly  in  the  area  of 
education.   Based  upon  previous  recommendations  of  the  Office  of  the  Legislative 
Auditor,  the  state  controller  is  now  in  the  process  of  developing  standard- 
ized statewide  policies  and  procedures  for  the  accountability  of  moneys 
under  the  control  of  state  agencies  and  other  administrative  matters.  We 
believe  the  results  of  this  effort  will  be  a  significant  aid  to  the  university 
in  the  implementation  of  our  recommendations. 
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The  comments  and  recommendations  contained  in  this  report  have  been 
discussed  with  the  president  of  Montana  State  University  and  his  chief 
administrative  officials.   We  wish  to  thank  the  president  and  his  staff 
for  the  cooperation  and  assistance  extended  to  us  during  the  course  of 
our  audit . 

Respectfully  submitted, 

Morris  L.  Brusett 
Legislative  Auditor 

December  23,  1970 
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